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Executive summary 


1 The dual support transfer which took effect from August 1992 involved the 
redefinition of responsibilities for meeting costs associated with research. In particular the 
Secretary of State for Education and Science decided that the research councils should be 
responsible for funding all the direct costs (other than the costs of permanent academic staff) 
associated with the projects which they fund and that they should also fund some of the 
indirect costs. It would remain the responsibility of the institution receiving the grant to meet 
the costs of "permanent" academic staff; accommodation and general premises related costs 
and the costs of central computing. One of the consequences of the Secretary of State's 
decision was the transfer of funds from the Universities Funding Council (UFC) to the 
research councils. 


i Throughout this report, we refer to the direct costs that the research councils were 
responsible for before the transfer as "pre transfer costs" and to the additional direct costs that 
the research council became responsible for after the transfer as "post transfer costs". 


au There were two main reasons lying behind the shift in the boundary: 


e to increase awareness (and transparency) of the true costs of research and the 
nation's investment in It; 


e to provide greater clarity in the balance of responsibilities and associated 
funding between research councils and higher education institutions. 


+ In announcing the dual support transfer the Secretary of State gave an undertaking 
that the operation of the new arrangements would be subject to an early review to ensure that 
they were working as intended. Coopers & Lybrand were selected by competitive tender to 
contribute to this review and in particular to report upon: 


e the extent to which the transfer objectives of awareness and clarity have been 
achieved; 

e the allocation of indirect costs; 

e the extent to which financial neutrality has been maintained. 


Awareness of the costs of research 


5 The objective of raising awareness of the costs of research would have been achieved 
if those concerned with submitting and appraising applications for research grants were more 
aware of the full costs of research now than they had been prior to the transfer. 


6 It appears that the transfer has contributed towards an increased understanding among 


principal research investigators that the costs of research are higher than they had previously 
thought. This understanding appears to be more highly developed in those institutions that 
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have devolved the responsibility for resource management down to academic department 
level. 


iy There are a number of issues that will need to be addressed before there is a 
widespread understanding of the full costs of research. In the institutions we visited the 
research council project related costs associated with premises, academic staff and 
central computing and the associated overhead (the institution side of the dual support 
transfer) were not explicitly identified and as a result, principal investigators and other 
staff were not in a position to understand fully the level of support provided to research 
projects by the institution over and above the costs reclaimed from research councils. 


8 We found that there is a widespread perception amongst principal investigators 
that the "cheaper" the grant the more likely it is to be funded by the research councils. 
Consequently there can be a reluctance among principal investigators to acknowledge 
or expose the full costs of a project. 


9 Some academics are still under the misapprehension that the forty per cent of 
staff costs provided by the research councils represents the total additional costs 
associated with research projects over and above the direct costs claimed from research 
councils. This misapprehension is also found among some external funders of research 
(ie non research council) who are using the forty per cent overhead addition payable on 
research council grants as a benchmark for their own overhead contributions. Whilst in 
the short term this might be helpful in levering overhead contributions from 
organisations that have not previously paid them, in the longer term institutions will 
need to ensure that all funders are aware of the total costs of research not just those that 
fall on the research councils. 


Clarity of funding responsibility 


10 During the 1980s there was growing concern that the dividing line between the 
respective funding responsibilities of the research councils and the universities had become 
confused. One of the main reasons for the dual support transfer was to provide greater clarity 
in the funding arrangements. There are two elements to be considered when looking at the 
extent to which this objective has been achieved: 


e the clarity of the dividing lines between what should be funded by the research 
councils and what should be funded by institutions; 


e the clarity of the divide between indirect costs and direct costs. 

Institution and research council responsibilities 
1] In general we found that the boundaries between the categories of costs which should 
be funded by the research councils and those which should be funded by institutions were 


clear and understood by those applying for and appraising grants. The one exception was the 
funding of equipment. 
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12 Equipment is funded through both the funding councils’ route and the research 
councils’ route. Given that some items of equipment are used for both teaching and research 
there is inevitably some lack of clarity as to who should pay for what. In some cases it would 
appear that research council grant committees have refused to provide funding for the 
purchase of new equipment on the grounds that one or more members of the committee 
believe that the department in question already has access to the necessary equipment. 


13 There are a number of possible strategies which might be considered to improve 
clarity in this area. These are highlighted in Chapter IV of the report. However the 
issues involved in the funding of equipment are complex and therefore we suggest that 
they should be the subject of further consideration in the light of the outcome of the 
current review of the equipment needs of universities being carried out by the 
Committee of Vice Chancellors and Principals (CVCP) and the funding councils. 


14 At the time of the transfer the question of how central computing should be dealt with 
was the subject of specific analysis by the Advisory Board for Research Councils (ABRC) 
and CVCP. At that time it was decided that the costs should remain with the institution but 
that the issue should be looked at again when the dual support transfer was reviewed. 


15 For the reasons outlined in Chapter IV, we consider that moving responsibility 
for this kind of indirect cost from institutions to the research councils would seem to 
work against the objective of improving clarity of funding, particularly while 
institutions continue to be responsible for major costs associated with academic staff 
and premises. 


Dividing line between direct and indirect costs 


16 Institutions are applying for direct costs items that are more akin to indirect costs. 
Examples include relatively small amounts of non-academic staff time and some kinds of 
consumables. As a result there is some difference of interpretation between research 
councils and institutions about the dividing line between direct and indirect costs. This 
issue might be addressed by reclassifying as indirect some of the costs that institutions 
are currently trying to claim as direct costs. 


Indirect costs 


Ly, Research councils pay a contribution towards the indirect costs associated with 
research projects. Their contribution is calculated on the basis of a 40% addition to staff costs 
on each award and is intended partially to compensate institutions for the costs of providing 
central and departmental services required to support research activity. 


18 We have found considerable confusion about the purpose of the funding for indirect 
costs. We think that there would be considerable merit in clarifying the position and 
publicising it to principal investigators, some of whom seem to be under the impression that 
they should receive all or a substantial proportion of the indirect costs funding - possibly to 
be used for additional direct costs in the same way that funding council money was used 
before the transfer - when this is, in fact, intended as a contribution to central institutional and 
departmental indirect costs. 
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19 The indirect costs payable by the research councils should continue to be 
provided via a single average percentage addition calculated on the basis of direct staff 
costs. It should be recognised that an overhead amount calculated on this basis is 
unlikely to reflect the actual costs associated with the elements it is intended to cover in 
any one institution. At best it will represent a contribution to overheads . 


20 The present contribution of forty percent was calculated on the basis of a very broad 
estimate of the overheads across the higher education system excluding premises, permanent 
academic staff and central computing. The amount transferred to the research councils in 
respect of indirect costs has been returned for this purpose, consequently the sector has not 
"lost" any of its funding for indirect costs. However, some institutions clearly do have 
overhead levels that are higher than forty per cent (some will have lower levels than this) and 
so individual institutions may not recover all of their overhead on research council grants 
through this average recovery rate. 


21 Given that within any single institution the indirect costs provided by the 
research councils will represent a contribution to total institutional overhead rather 
than the actual costs of providing specific elements of activity, it is not in our view 
sensible (or possible) to attribute research councils contributions to indirect costs to 
individual activities within institutions. 


Financial neutrality 


pay When the Secretary of State for Education and Science announced the dual support 
transfer he made it clear that it was his intention that the shift in the boundary of 
responsibilities within the dual support system should be financially neutral and that in 
particular it should not lead to any changes in the volume of research which research councils 
sponsor in higher education institutions. We think that there are two valid definitions of 
financial neutrality: 


e global financial neutrality; 

e volume neutrality. 
Global financial neutrality 
23 Information supplied by the Research Councils shows that their total grant 
expenditure in 1992-93, 1993-94 and 1994-95 was well above the reducible minimum set at 
the time of the transfer. Overall, the funds transferred to the Research Councils have been 
returned to the HE sector, and global financial neutrality has been achieved. 
Volume neutrality 
24 It is clear that the volume of research activity has increased since the dual support 


transfer took place. It is also clear that some of this increase is unrelated to the dual support 
transfer. Research council expenditure in HEIs has increased by 4% in 1992-93 and 1993-94 
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and 11% in 1994-95 over and above the irreducible minimum. Even allowing for the effects 
of inflation, this would lead to a real increase in volume. 


23 This issue aside there is evidence to support the conclusion that the dual support 
transfer has led to the increase in research volume. In particular: 


e principal investigators have not been applying for as much additional 
direct cost as it was assumed they would when the transfer amounts were 
calculated, consequently resources transferred for additional direct costs 
(ie technicians, other support staff etc) have been invested in pre transfer 
type costs (research assistants); 


e while there are wide variations between Councils, overall there is a 
significant increase in the number of research assistants post transfer and 
in the number of research assistants awarded per grants; 


e there has been a post transfer shift in the pattern of support on grants 
from direct non-staff costs to staff costs and within staff costs, from 
technicians and other support staff to research staff. 


26 From the analysis in Appendix D, it appears that at least £9 million and possibly 
up to £29 million of the £67.5 million transferred to cover additional direct costs has 
been spent on pre transfer costs (largely research assistants), and possibly an increase in 
grants. This in turn has led to an increase in volume. There is no basis on which we can 
further narrow down these ranges to determine a more precise figure. Whatever the 
precise figure, 40° should be added for indirect costs associated with spend on staff. 


Ot There are a number of factors that have contributed perhaps in varying proportions, to 
the increase in volume. 


28 First, there is some evidence that principal investigators may have been 
"under-claiming" post-transfer costs at least in the first year or two following the transfer. 
Most institutions are now taking steps to address this. A second and related issue is whether 
the research councils have been disallowing legitimate claims for post-transfer direct costs, 
although there seems to be little evidence to support this conclusion. 


29 It seems more likely that the original transfer assumptions may not have held true 
because: 


e the average level of post-transfer direct costs was overestimated in the original 
calculation of the amount to be transferred, and that consequently more was 
transferred in respect of direct costs than was being spent on those costs from 
the funding council block grant; and 


° the balance between pre and post-transfer costs may have changed since the 
transfer took place as a result of principal investigators’ decisions about the 
level and type of support they require. 
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30 Our interviewees suggested that now that principal investigators have more control 
over the recovery of costs for technical and support staff they tend to prefer to claim for and 
then obtain additional (new) staff rather than seek to recover the costs of existing staff. If 
some of these additional staff are research assistants engaged in research activity then the 
volume of activity would have increased. Further, institutions will potentially be left with a 
group of technicians on permanent contracts who were (and probably still are) supporting 
research activity but for whom no specific funding is now available. The funding for these 
staff will have been transferred to the research councils, but principal investigators may be 
using it to fund the costs of their preferred staff. 


31 A decision is required on whether or not to take specific steps to redress the balance 
on volume neutrality. The consequence of a reduction in volume would be a reduction in the 
number of research council grants and an increase in the amount of infrastructural support 
available in higher education institutions. Because of the variety of factors that have 
contributed to the current position, it is difficult to make a firm estimate of the extent to 
which the balance on volume neutrality should be redressed. If a decision is taken to do so 
then there are two main options for achieving it: 


e transfer an amount back from the research councils to the funding councils; 
e increase the level of indirect cost funding. 
32 Transferring an amount back would require decisions to be made about the total sum 


to be transferred from the research councils to the funding councils and on how it should be 
distributed. Calculating the amount to be transferred would be a complex issue. 


33 The alternative would be to increase the level of indirect cost funding. This would 
allow institutions to have more control over infrastructural support for research. The 
advantage of this approach is that it avoids the need to estimate amounts to be transferred at 
the level of the individual research council. Its disadvantage is that the relationship between 
the indirect cost payment made by the research councils and the envelope of resource it is 
intended to compensate within institutions becomes less clear. However, as we argue in 
Chapter V of the main report, given the nature of indirect costs this link is not clear anyway. 


34 A third alternative would be to adopt an approach that was a combination of the two 
options outlined above. 
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I Introduction 


Background to the dual support transfer 


1 The support of academic research in UK universities is based on the notion of dual 
support. Universities receive public funds for research both through institutional funding 
from the Higher Education Funding Councils and the Department of Education for Northern 
Ireland - (DENI) and specific project grants from research councils. Prior to August 1992 the 
Universities Funding Council (UFC) funds provided for the costs of the basic infrastructure 
for university research, such as laboratories and equipment, as well as academic staff - the 
well found laboratory. This also enabled universities to undertake seedcorn research at their 
own discretion. There was no equivalent funding for polytechnics and colleges. The research 
council side of the dual support system covered the specific direct costs (or marginal costs) 
associated with individual research projects. Projects were (and still are) distributed on a 
competitive basis for which all higher education institutions could apply. 


2 The UFC provided teaching and research funds to institutions by way of a block grant 
calculated on the basis of various formulae. One of these formulae took into account the 
number and value of project grants awarded by research councils and other research funders, 
this element of the UFC grant was known as DR. The level of DR awarded to an institution, 
was linked to success in securing research council and charitable grant funding. Despite 
popular belief, the DR amount was never intended to represent the actual infrastructure costs 
associated with supporting these grants, it was simply a means of determining the allocation 
of one component of the block grant for teaching and research. 


5 During the 1980s there was a growing concern that the dividing line between the 
respective funding responsibilities of the research councils and the universities had become 
confused. In the absence of an exact definition of funding responsibilities, the system 
depended on there being a common understanding of what was meant by the "well found" 
laboratory. This understanding was breaking down both across the research councils and 
between research councils and the funding councils. In addition there was a fairly widespread 
belief that DR was intended as the underpinning support for research council and charity 
grants, even after it was stated that success in obtaining such grants merely informed 
decisions about DR allocations. 


4 The dual support transfer, which took effect from August 1992, involved the 
redefinition of responsibilities for meeting costs associated with research projects. Essentially 
the research councils assumed responsibility for funding more of the costs associated with 
projects than they had funded hitherto. In particular, the then Secretary of State for Education 
and Science decided that research councils should be responsible for funding all the direct 
costs (other than the costs of permanent academic staff) associated with the projects which 
they fund and that they should also fund some of the indirect costs. It would remain the 
responsibility of the institution receiving the grant to meet the following costs: 
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e accommodation and general premises related costs; 
° the salary costs of ‘permanent' academic staff’; 
2 the costs of central computing facilities. 
5 Because of the previous misunderstanding of what DR was intended to be, this 


transfer of responsibilities was often (misleadingly) referred to as the DR shift: this 
terminology thus perpetrated (and reinforced) the earlier misunderstanding. 


6 Figure 1.1 shows respective responsibilities for meeting the costs associated with 
research projects prior to the dual support transfer and Figure 1.2 shows respective funding 
responsibilities after the transfer. The net effect of this transfer was to add some new direct 
cost responsibilities to the research councils together with some indirect cost responsibilities. 
Throughout this report, we will refer to the direct costs that the research councils were 
responsible for before the transfer as "pre transfer costs" and to the additional direct costs that 
the research council became responsible for after the transfer as "post transfer costs". 


Figure 1.1 
Responsibility for funding costs associated with individual research counet projects 
prior to the dual support transfer 


Institutions' responsibilities Research councils' responsibilities 


e Permanent academic staff e Research assistants, technicians and other 
staff specifically needed for and employed 
directly on the project 


Accommodation and general premises e Some consumable and equipment costs 


related costs premises 
Central computing e Some travel and subsistence 
Basic laboratory infrastructure 


Institutional overheads covering all the 
above 








1 
In fact the Economic and Social Research Council had regularly made grants to fund teaching replacement for ‘permanent’ 


academic members of staff and this practice has continued after the dual support transfer. 
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Figure 1.2 
Responsibility for funding costs associated with individual research council projects 
after the dual support transfer 


Institutions' responsibilities Research councils' responsibilities' 


e Permanent academic staff Research assistants, technicians and other 
e Principal investigator overheads staff employed directly on the project 


e Accommodation & general premises Other staff (academic and non-academic) 
related costs contributing to the project 


e Central computing Consumables and equipment needed to 
undertake the project 
Travel and subsistence 
Department and some institutional overheads 


1 oe. nia Biwee ; 
Under the original transfer arrangements, institutions were allowed to reclaim the costs of departmental support staff 


associated with an individual project where the aggregate over the grant period averaged at least 20% per annum of full time equivalent 
hours. If the cumulative staff effort was less than 20% this was deemed to be covered by indirect costs. Following acceptance of the 
BUFORG recommendations (ff paragraph 12) by the research councils, this 20% threshold was removed. Similarly, the threshold levels 
for different categories of exceptional item were reduced by half. 





7 There were two main reasons lying behind the shift in the boundary for funding 
research: 


e to increase awareness (and transparency) of the true costs of research and the 
nation's investment in it; 


e to provide greater clarity in the balance of responsibilities and associated 
funding between research councils and higher education institutions. 


8 One of the consequences of the Secretary of State's decision was the transfer of some 
funds from the Universities Funding Council’ to the research councils. This transfer took 
place over a three year period from 1992-93 to 1994-95°. Under transitional arrangements, 
projects still current but approved before August 1992 did not receive any additional funding 
for these years in respect of the post transfer direct costs (as defined in para 6 above); but 
funding for the indirect costs of these grants was paid in the same way as for all new grants 
approved after August 1992. 


9 In announcing the dual support transfer the Secretary of State said that his intention 
was that: 





Oe The Higher Education Funding Councils for England, Scotland and Wales and the Department of Education for Northern 
Ireland took over responsibility in 1993 from the UFC and the Polytechnics and Colleges Funding Council, (PCFC), the Scottish Office 
and the Welsh Office. 


‘ Throughout this report we have used (/) to signify an academic year (eg 1993/94) and (-) to signify financial year (eg 1993-94). 
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"the shift in the boundary of responsibilities within the dual support system 
should not lead to any change in the volume of research which Research 
Councils sponsor in Higher Education Institutions, [and that he] would be 
looking for clear evidence that the sums transferred were being used for the 
purpose for which they were intended "- Allocations Advice: Secretary of 
State's letter of 20 November 1991. 


10 The Executive Committee of the British Universities Finance Officers' Group 
(BUFORG) established a working group in September 1992 to review, from the universities 
perspective, the operation of the new arrangements. The working group's terms of reference 
were to identify the value of the additional direct costs and (overhead) received from the 
research councils on new grants awarded after 1 August 1992. 


1] The working group reported to the BUFORG Annual Conference in March 1993. It 
concluded that there appeared to be a shortfall in the value of the additional direct costs that 
institutions had received under the new arrangements compared with what the working group 
estimated that they might have received under the old arrangements. As a result it was 
recommended that changes be made to the thresholds for departmental support staff and 
exceptional non-staff items, in order to enable institutions to reclaim greater amounts of 
additional direct costs. This recommendation was subsequently accepted and implemented by 
the research councils. 


Terms of reference for the present study 


12 In announcing the dual support transfer the Secretary of State gave an undertaking 
that the operation of the new arrangements would be subject to an early review to ensure that 
they were working as intended. 


{3 Coopers & Lybrand were selected by competitive tender to contribute to this review, 
the terms of reference of which are as follows: 


"To examine the operation of the new funding arrangements which followed 
from the dual support transfer in 1992, to assess whether these are working as 
intended, and to make recommendations on any changes deemed necessary or 
desirable for the advance of agreed government policy. In particular: 


e to examine whether or not the financial neutrality intended for the dual support 
transfer has been achieved, including a comparison of the levels of funding 
provided since 1 August 1992 with those levels notional indicated in the 
original dual support arrangements - in respect of (i) direct (direct staff and 
non-staff) costs and (ii) indirect costs; 


° to examine how different research council committees have applied the new 
dual support arrangements when determining grant allocations; 


° to consider whether higher education institutions have used the funds resulting 
from the research councils’ contribution to indirect costs for the purposes 
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intended, in line with the guidance issued to higher education institutions by 
the research councils; 


° to clarify the boundary between the respective responsibilities of institutions 
and the research councils (the main boundary is fixed as a matter of policy, but 
there may be scope for better definition/clarification in certain areas - eg 
central computing); 


e within costs met by the research councils, to examine the boundary between 
direct and indirect costs, and to review the percentage addition for indirect 
costs. 


The work programme 


14 The work programme was overseen by a Steering Group consisting of representatives 
of the universities, the Research and Funding Councils, the Education Departments, the Royal 
Society, the Royal Society of Edinburgh and the British Academy. It is chaired by the Office 
of Science and Technology (OST) with a joint OST/CVCP secretariat. The programme which 
we undertook had the following components: 


e an initial round of interviews and discussions with representatives of national 
organisations which have an interest in this area (interviewees are listed at 
Appendix A); 

e discussions with officers of research councils, including secretaries of grant 


committees as well as finance staff (also listed at Appendix A). In the course 
of these visits we reviewed records related to research grant applications; 


e collection and analysis of financial data related to the approval and 
disbursement of expenditure by the research councils; 


e the design and distribution of a questionnaire to all institutions in receipt of 
research council awards and analysis of the resulting data. This questionnaire 
sought information on the extent to which institutions had been successful in 
recovering post transfer costs; 


e visits to twelve institutions (listed in Appendix B) to discuss the operation of 


the new arrangements with academic and administrative staff involved in 
applying for research council grants. 


Structure of this report 
15 This report sets out the result of our review. It is structured as follows: 
e Awareness of the costs of research - an objective of the transfer. A 


discussion of the evidence that the transfer had led to greater awareness of the 
costs of research (Section II). 
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° Financial neutrality - a constraint on the transfer arrangements. A review of 
the concept of neutrality and of the evidence as to whether financial neutrality 
has been achieved (Section III). 


e Clarity of responsibility for funding - the other objective of the transfer. A 
discussion of (i) the extent to which the dual support transfer has led to 
improved clarity of respective responsibilities for funding research and (ii) the 
feasibility and desirability of redefining the boundary between direct and 
indirect costs in order to improve clarity further (Section IV). 


e Indirect costs. A discussion of the method used to determine the allocation of 


indirect cost funding to institutions and how institutions have used the 
research councils' funding for indirect costs (Section V). 
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II Awareness of the costs of research 


16 One of the (two) objectives of the dual support transfer was to raise awareness of the 
full costs of research. During the course of our visits to research councils and institutions (and 
other organisations represented on the steering group) we explored whether those who were 
concerned with submitting and appraising applications for research grants were more aware 
of the costs of research than they had been before the transfer. We also sought to determine 
whether there had been any change in the behaviour of researchers - in terms of identifying 
costs associated with research projects - which could be seen as resulting from the dual 
support transfer. 


17 We found a view amongst officers of research councils that the dual support transfer 
has contributed to an improved awareness of the costs of research among principal 
investigators and among members of research grant committees (in some cases these are, of 
course, the same individuals). 


18 However on the ground, at the level of individual institutions, we found a more mixed 
picture. Some principal investigators said that they were more aware of the full costs of 
research following the dual support transfer than they had been previously. Others claimed 
that they were equally aware before the transfer and hence that the transfer itself had had little 
to add to their awareness of cost. However in many cases we found that the claim of 
awareness still fell well short of reality - often due to misconceptions about the costs. 


19 In particular we found that academic staff often believed that the 40% indirect costs 
funding from the research councils represented the total indirect cost associated with research 
council projects; this indicates that the (continuing) principle of dual support is still not 
fully understood by all principal investigators. Further, when discussing the full costs of 
research, we found academic staff who did not think to include the costs of their own time in 
the total costs. As a check, we asked such staff to estimate the proportion of the full cost of a 
research project which was represented by the research council grant. We received a wide 
range of answers - although the answers were consistent in that they generally underestimated 
the total costs (by a very wide margin). Such perceptions have sometimes made it difficult to 
persuade academic staff to price research work for non research council clients on a truly full 
cost basis. 


20 This problem is compounded because institutions often have difficulty in persuading 
non research council bodies to pay overhead rates in excess of 40% (or even up to this 
amount). This occurs either because such bodies do not appreciate the nature of the dual 
support mechanism and hence that the true overhead rate is considerably higher than 40% or, 
even more mistakenly, because they argue that an institution is already funded for its baseline 
and that other contributors should pay only marginal costs. In some cases therefore the 40% 
benchmark has been unhelpful to those institutions which are able to calculate and then 
willing to seek recovery of their full overhead cost. On the other hand, a number of 
institutions argued that the figure of 40% had been helpful as ammunition in persuading some 
external organisations that they should make some contribution towards overheads (where 
none had been made previously) - even though this contribution fell short of full cost. 
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2} We also found that, even where principal investigators are aware of the full costs of a 
particular project, they are often reluctant to include all the fundable costs in their grant 
application (to a research council) because of a concern that the grant will appear "too 
expensive" and hence will not get funded at all. In our discussions at the research councils 
(and at individual institutions) we found no evidence to suggest that research councils sought 
to fund "cheaper" grants in preference to more "expensive" ones. Nevertheless the perception 
that this is the case is widespread among investigators. 


22 In terms of difference between institutions, we found that in those which had 
introduced devolved budgeting systems, there was greater emphasis on identifying direct 
costs associated with research projects so that these could be recovered from the research 
councils (and others). However, even where budgets have been devolved to academic 
departments, there appear to be three factors which dilute the effectiveness of the delegation. 


a8 The first of these factors is that, in most departments, principal investigators do not 
have to account for the use of resources such as non-academic staff time and equipment. 
Thus, there is no direct imperative for them to include such costs in their research grant (or 
other) applications other than a general desire to bring as much funding into the department 
as possible. We found that the procedures at departmental level for scrutinising grant 
applications to ensure that they were properly costed were weak in some institutions. 


24 The second factor is that in some institutions with delegated budgeting, the reduction 
in funding council grant arising from the dual support transfer had been deducted from 
departmental allocations as an incentive for departments to recover these costs from the 
research councils. While this is in principle a logical means of encouraging departments to 
recover direct costs, in some instances we found that the reduction in departmental funding 
was so large that it had the paradoxical effect of discouraging academic staff from attempting 
to recover the deficit from the research councils. This was partly because of the desire to keep 
their grant bid modest (see para 21 above) and partly because the staff concerned believed 
that other universities would not be adding these amounts on to their bids and so would 
appear better value for money. 


os) Finally the perception that some research grants committees routinely excise some 
categories of costs from grant applications on an arbitrary basis discourages many principal 
investigators from seeking to identify all the direct costs associated with a particular project. 
They soon learn what a particular committee's policy is on such questions (this point is 
discussed in more detail in Section III). The fact that some research grant committees have 
adopted standard formulae for some kinds of costs (eg a standard percentage add-on for 
secretarial support) also means that principal investigators are unlikely to focus on the true 
costs of these resources. 
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Summary of issues 


26 It appears that the dual support transfer has made some contribution towards an 
increased understanding among academic staff that the costs of research are higher than they 
had previously thought. This understanding appears to be more developed in those 
institutions that have devolved the responsibility for resource management down to academic 
department level; but weak accounting for the use of resources in many academic 
departments coupled with the perception that some research grant committees arbitrarily 
refuse to fund legitimate direct costs tends to act against this. 


27 In the institutions we visited, premises and academic staff costs (and their associated 
indirect costs) related to research council grants were not explicitly identified as they should 
be in relation to other externally commissioned or sponsored projects. As a result the total 
costs associated with the research council grants are neither clear nor understood. This 
possibly explains why some of the academic staff to whom we spoke are now under the 
misapprehension that the 40% of salary costs provided by the research councils represents the 
total indirect costs associated with research projects over and above the direct costs claimed 
from research councils. 


28 In conclusion, our review has identified a number of specific issues that have an 
impact on awareness of research costs: 


e not all institutions routinely provide information for the academic staff that 
would enable them to understand the total costs of any one research project 
(including the elements funded from block grant). As a result, principal 
investigators and other staff within institutions are not in a position to 
understand fully the level of support provided to research projects by the 
institution over and above the costs reclaimed from research councils; 


e some external funders of research (ie non research council) are using the 40% 
indirect cost addition payable on research council grants as a benchmark for 
their own overhead contributions. Whilst in the short term this might be 
helpful in levering some overhead contribution from organisations that have 
not previously paid any, in the longer term, institutions will need to ensure that 
all funders are aware of the total costs of research not just those that are paid 
by the research councils; 


e we found that there was a widespread perception amongst principal 
investigators that the "cheaper" the grant the more likely it was to be funded 
by the research councils. Consequently there is a reluctance among principal 
investigators to acknowledge or expose the full costs of a project. 
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Ill Financial neutrality 


29 When the Secretary of State for Education and Science announced the dual support 
transfer he made it clear that his intention was that: 


the shift in the boundary of responsibilities within the dual support system should be 
financially neutral and that in particular it should not lead to any changes in the volume of 
research which research councils sponsor in higher education institutions [and that he] would 
be looking for clear evidence that the sums transferred were being used for the purpose for 
which they were intended". Allocations Advice: Secretary of State's letter of 20 November 
1991: 


30 There are a number of possible interpretations of the term financial neutrality. These 
are discussed in Appendix C. For the purpose of evaluating the dual support transfer, we 
think that there are two valid definitions of neutrality. These are: 

e global financial neutrality; 


e volume neutrality. 


We discuss each in turn. 
Global financial neutrality 


a1 Global financial neutrality would have been achieved if the total amount of money 
provided by the government for the support of research in higher education institutions was 
unaffected by the transfer of resources from the funding councils to the research councils. 


ows We sought to determine whether global neutrality has been achieved by calculating 
whether the so-called ‘irreducible minimum' was distributed to higher education institutions 
by the research councils. The irreducible minimum is: 


the amount of money that the research councils planned in 1991-92 (the year 
before the transfer) to distribute to higher education institutions in 1992-93, 
1993-94 and 1994-95 respectively 

plus 


the amount of money transferred from the funding councils to the research 
councils in 1992-93, 1993-94 and 1994-95 respectively. 


33 The overall figures for the irreducible minimum set out in the 1992-95 Allocations of 
the Science Budget’ are as follows: 





Allocation of the Science budget 1992-95 - Advice to the Secretary of State for Education and Science from the Advisory 


Board for the Research Councils. 
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Year £(million) 


1992-93 303.3 
1993-94 388.5 
1994-95 425.5 


Information supplied by the research councils indicates that the total amount of funding 
distributed to higher education institutions for the support of research projects in 1992-93, 
1993-94 and 1994-95 was as follows: 


Year £(million) 
1992-93 317 
1993-94 405 
1994-95 471 
34 This demonstrates that the irreducible minimum has been distributed for research to 


higher education institutions in the first three years following the transfer and therefore that 
global financial neutrality has been achieved. Indeed, in the course of our work we did not 
meet anyone who suggested that this was not the case. Furthermore, research council 
expenditure in higher education institutions exceeded the irreducible minimum by 4% in 
1992-93 and 1993-94 and 11% in 1994-95. 


Volume neutrality 


35 Volume neutrality would have been achieved if the transfer of funding from the 
funding councils to the research councils did not lead to a change in the volume of research 
activity undertaken by institutions. The hypothesis underlying this definition is that if the 
total volume of research increased as a result of the dual support transfer, then institutions 
would have had to use more of their own resources to fund research work (or rather the 
infrastructure costs associated with research work). 


36 There was a clear perception amongst all the institutions that we visited that the 
volume of research activity in institutions had increased since the dual support transfer and 
most of those to whom we spoke attributed at least some of this increase to the dual support 
transfer itself. The general view was that a greater proportion of the total available research 
council funding was being spent on direct costs than previously, thus at the expense of 
funding infrastructure. Not all institutions were able to provide valid quantitative evidence to 
support this view. We therefore sought quantifiable evidence across the sector to examine 
whether or not volume has increased, and if so whether some or all of the increase can be 
attributed to the dual support transfer itself. 


Se) In broad terms, research volume may be correlated with the number of research 


personnel within an institution. Changes in the volume of research personnel sponsored by 
the research councils might occur either as a result of: 
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° deliberate policy decisions by the research councils to increase or reduce 
spending in higher education institutions or to change the pattern of support 
within their grants; 


® unintentional changes in the level of spending in higher education institutions 
or in the pattern of support within grants. 


38 There have been a number of policy decisions each of which will have had the effect 
of increasing the volume of research since the dual support transfer took place. The main ones 
are: 


e AFRC/BBSRC's declared policy of increasing its support for research in HEIs 
and reducing that at its own institutes; 


e a real increase in the level of funding available to MRC and ESRC over the 
period; 
e SERC's decision to close the Nuclear Structure Facility and to reduce its 


contribution to the Institut Laué Langevin and SERC laboratory staff numbers 
and to channel this funding into grants. 


39 The net effect of each of these changes has been to increase the level of research 
council expenditure in higher education institutions and hence the volume of research 
activity. This shift in funding is illustrated by the comfortable margin by which the research 
councils have exceeded the irreducible minimum. 


40 Consequently, evaluation of the extent to which the dual support transfer has had an 
(unintended) impact on volume must be carried out against a background of an increase in the 
level of research council spend in higher education institutions which has come about as a 
result of explicit policy decisions and which is itself difficult to quantify accurately. In order 
to try to disentangle and quantify the impact that the dual support transfer has had on volume 
(as distinct from the effect of other policy changes since the dual support transfer) we 
examined a number of possible indicators of volume: 


e number of awards - an increase in volume might be expected to be 
accompanied by an increase in the number of awards, but this would have to 
be checked against whether the average size of award has changed; 


e numbers of research assistants funded on research council grants; 


e the pattern of expenditure on grants - a shift in the pattern of expenditure from 
non-staff to staff costs or within staff costs (ie an increase in research 
personnel) might indicate an increase in volume even if the overall level of 
expenditure had remained constant. 


4] These indicators are reviewed in detail in Appendix D. The review is based on data 


provided by the research councils and on data collected from HEI's on a large sample of 
grants for the 1993/94 and 1994/95 academic years. 
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42 Based on this analysis, it is clear that the volume of research activity has increased 
since the dual support transfer took place. It is also clear that some of this increase is 
unrelated to the dual support transfer. Research council expenditure in HEIs has increased by 
4% in 1992-93 and 1993-94 and 11% in 1994-95. Even allowing for the effects of inflation, 
this indicates a significant real increase in expenditure and hence volume. 


43 This increase aside, there is evidence to support the conclusion that the dual support 
transfer has also led to an increase in research volume. In particular: 


e principal investigators have not been applying for as much post transfer direct 
cost as it was assumed they would when the transfer amounts were calculated; 
consequently, resources transferred for post transfer direct costs (ie 
technicians, other support staff etc) have been spent on pre transfer type costs 
(research assistants); 


° there are significant increases in the numbers of research assistants post 
transfer and in the numbers of research assistants awarded per grant; 


e there has been a post transfer shift in the pattern of support on grants from 
direct non-staff costs to staff costs and within staff costs, from technicians and 
other support staff to research assistants. . 


44 It is possible to estimate (see Appendix D) that between £9 and £29 million of the 
£67.5 million transferred to cover post transfer costs has been spent on pre transfer costs 
(largely research assistants) and possibly on additional grants. The higher of these two 
amounts (£29 million) is based on the data from our sample. Institutions that provided sample 
data had difficulty in distinguishing between pre and post transfer non-staff costs and tended 
to allocate most non-staff cost to the pre-transfer category. As a result the pre transfer 
non-staff costs shown in our sample are almost certainly overestimated and consequently the 
figure of £29 million for dual support money spent on pre-transfer costs is also likely to be 
overestimated. 


45 In order to estimate the maximum amount by which our sample data might overstate 
the level of post-transfer funds spent on pre-transfer costs; we adjusted the balance between 
pre and post transfer direct non-staff costs in our sample up to the levels assumed in the 
transfer. We then recalculated the total percentages of additional direct costs recovered 
across our sample using the adjusted values. This in turn enabled us to calculate the 
minimum level of post transfer funds spent on pre-transfer costs as £9 million. 


46 In the absence of reliable data on the current balance between pre-transfer and post 
transfer direct non staff costs there is no hard evidence to enable us to either narrow this range 
or fix a point within it. There is no further source from which better data could be obtained - 
this issue of identifying the split between pre and post direct non staff costs was also 
identified as a problem in the BUFORG report prepared in 1993. 


See Annex | to Appendix D for an explanation of the transfer assumptions. 
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47 There are however two factors that might support a conclusion that the actual level of 
post transfer direct costs spent on pre-transfer costs and additional grants is closer to the 
lower end of the range than the upper end. The first is that anecdotal evidence collected 
during our visits to institutions indicated that, apart from exceptional items and some major 
items of equipment, institutions had not experienced particular difficulties in securing awards 
for non-staff direct costs following the dual support transfer. Secondly the overall level of 
non-staff costs recovered (ie both pre and post transfer costs) as indicated by the sample date 
is not dramatically lower than the levels assumed in the original transfer calculation (see 
Table D15 in Appendix D). However given that it is not possible to obtain better information 
on the actual split between pre and post transfer direct non-staff costs, this conclusion cannot 
be validated. Whatever the precise sum involved, 40% should be added for indirect costs 
associated with the proportion of the sum that has been spent on staff. 


48 There are a number of possible explanations for why the dual support transfer has led 
to an increase in volume. 


49 The first is that principal investigators may have been "underclaiming" post transfer 
costs, and so some of the resources transferred for post transfer costs have been available to 
support pre transfer costs and possibly more grants. Although there is some evidence to 
suggest that this was the case in the first year following the transfer, in the second year, the 
figures suggest that the extent of such underclaiming is much reduced. Most of the 
institutions we talked to during this study appear to have taken steps to address this issue. It is 
therefore unlikely that underclaiming by principal investigators is the main reason why 
volume has increased. 


50 A second possible explanation is that research councils may have been disallowing 
legitimate direct costs and hence deliberately squeezing the level of support on individual 
grants - the effect of which would have been to enable them to fund a greater volume. We 
found no evidence to suggest that this was the case. Our sample data indicates that research 
councils on average award about 80% of the direct costs that principal investigators apply for. 
They appear to disallow slightly more post transfer direct cost than pre transfer cost, but this 
seems to relate to a difference in interpretation between the research councils and institutions 
as to what constitutes a legitimate direct cost rather than any squeeze on the level of support. 


51 A third possible reason why volume may have increased as a result of the dual support 
transfer is that, in calculating the amount to be transferred from the funding councils to the 
research councils, the level of post transfer costs was overestimated. In this case institutions 
would not have been able to reclaim all of the transferred amounts. The fact that applications 
for post transfer costs are lower than the levels estimated at the time of the transfer tends to 
support this conclusion. 
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52 Finally, the profile of spend on grants may have changed as a result of principal 
investigators' decisions about the level and type of support they require. Our interviewees 
suggested that now that principal investigators have more control over the recovery of costs 
for technical and support staff they tend to prefer to claim for and then obtain additional 
(new) staff rather than seek to recover the costs of existing staff. If some of these additional 
staff are research assistants engaged in research activity then the volume of activity would 
have increased. Further, institutions will potentially be left with a group of technicians on 
permanent contracts who were (and probably still are) supporting research activity but for 
whom no specific funding is now available. The funding for these staff will have been 
transferred to the research councils, but principal investigators may be using it to fund the 
costs of their preferred staff. 


Summary of issues 


3p) It is clear that there has been an increase in the volume of research activity since the 
dual support transfer. Some of the increase relates to deliberate policy decisions to increase 
the level of research council expenditure in higher education institutions. 


54 It is also clear that some of the increase has been caused by the dual support transfer. 
It seems likely that the main reason why this increase has occurred is that the original 
assumptions on which the amount to be transferred was based were wrong and hence that 
more was transferred in respect of post transfer direct costs than was required for that 
purpose. However, at least some of the increase relates to principal investigators applying for 
a different balance of activity between technical and direct research staff and to 
underclaiming by principal investigators. It is also not unreasonable to assume that the 
transfer has produced some efficiency savings which in turn would have had an impact on 
volume. 


55 The consequence of providing principal investigators with a greater degree of control 
over the acquisition of resources for research is that in exercising that control their decisions 
are likely to be made in the interests of the individual research programmes rather than those 
of the institution as a whole. This is clearly a management issue that individual institutions 
will need to address. 


56 Positive signals from the research councils that it is not their policy or intention to 
favour "cheap" grants over "expensive" ones would be helpful in persuading principal 
investigators to identify all relevant costs to the institution on their grants. 


a A decision is required on whether or not to take specific steps to redress the balance 
on volume neutrality. The consequence of a reduction in volume would be a reduction in the 
number of research council grants and an increase in the amount of infrastructural support 
available in higher education institutions. Because of the variety of factors that have 
contributed to the current position, it is difficult to make a firm estimate of the extent to 
which the balance on volume neutrality should be redressed. If a decision is taken to do so 
there are two main options for achieving it: 


e to transfer some amount back from the research councils to the funding 
councils; 
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e to increase the level of indirect cost funding. 


58 To transfer an amount back would of course require decisions to be made about the 
total sum to be transferred from the research councils, to the funding councils, and on how 
these amounts should be distributed. Calculation of the amount to be transferred would be a 
complex issue. 


ay The alternative route would be to increase the level of indirect costs funding. This 
would have the effect of compensating institutions for a higher proportion of the underlying 
infrastructure costs associated with research grants. This would avoid the need to estimate 
amounts to be transferred at the level of the individual research council. There is an additional 
advantage in that it would be possible to include within the indirect cost uplift the types of 
cost that institutions are currently finding it difficult to claim as direct costs. The main 
disadvantage is the loss of clarity in the relationship between the indirect cost payments made 
by the research councils and the envelope of resource they are intended to compensate within 
institutions. However, as we argue in section IV, given the nature of indirect costs, this link is 
not clear at present in any case. 


60 A third alternative would be to adopt an approach that was a combination of the two 
options outlined above. 


2O0ST10.SAM 21/11/95 12:45 







“ope 

m ro agit tee veh Dhaene) lepeenaeeeatt’ oe mt ie 

ny Cote: aaa 

wirkiad SOAS HS til eier “xt 

. : | Sey: ys pudie byt retail 





¢ 
P 
Cebailts 
-¢ A 
2 Aw ‘4 alnes Pr 
« ° i ade 
. a i} J - 
Pky a La oe 
r6 Ma ae Oe or } a, 


IV Clarity of funding responsibility 


61 One of the (two) main purposes behind the dual support transfer was that it should 
increase the clarity of funding responsibilities. We examined this in relation to the clarity of 
the dividing lines: 


° between the categories of costs which are now intended to be funded by the 
institutions and those which are intended to be funded by the research 
councils; 

° within the costs which are the responsibility of the research councils, between 


indirect costs and direct costs. 


62 We also look at the scope for redefining the dividing lines in order to improve clarity 
further. 


Central computing costs 


63 When the dual support transfer was made, the question of how central computing 
costs should be treated was the subject of specific analysis by the Committee of 
Vice-Chancellors and Principals (CVCP) in consultation with the research councils, through 
which they identified several options for handling these costs. The CVCP argued that they 
should remain with the institutions because the move towards distributed computing systems 
meant that they would be most appropriately treated with other forms of communication as 
general premises costs. The Advisory Board for Research Councils (ABRC) preferred a 
further transfer of funds to the research councils to allow them to cover these costs as part of 
the percentage addition to the direct staffing costs of research projects. At that time it was 
decided that the costs should remain with the institutions but that the issue should be looked 
at again when the dual support transfer was reviewed. 


64 There was a strong and consistent view among those we met in institutions that the 
nature of computing facilities has changed greatly in recent years and was continuing to 
change. It is now relatively uncommon for central computing facilities to be used for data 
processing and most institutions have moved to a pattern of provision based on distributed 
systems. This means that central computing facilities are becoming increasingly like the 
telephone network and hence simply an 'overhead’. 


65 Only one of the institutions which we visited was intending to introduce a system of 
charging for central computing facilities, this would involve: 


e the identification of the costs of the various facilities and services which 
constitute the central computing service; 


° distinguishing between those services/facilities for which charges can be 
raised on the basis of usage and those for which costs will need to be attributed 
on the basis of proxies (such as the numbers of academic staff in each 
department). 
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In this institution, it appeared that most of the costs will be attributed by means of proxies 
rather than charged on the basis of usage. 


66 It is clear from our investigations that the majority of the costs of central computing 
facilities which are associated with research projects are indirect costs. Thus, the question 
which arises is: should these costs continue to be funded by the institution from funding 
council resources or should they be funded as an indirect cost by the research councils? The 
rationale for making the research councils responsible is that more of the indirect costs 
associated with research council projects would be apparent to the investigator (and hence the 
institution). This would require a further transfer of resource from the funding councils to the 
research councils. 


67 We see little advantage in moving responsibility for this kind of indirect cost from the 
funding councils to the research councils while the funding councils continue to be 
responsible for major costs associated with research council projects ie premises and 
"permanent" academic staff. There would be two other disadvantages in transferring 
responsibility to the research councils: 


° any further change in the rules could lead to further confusion (and complaint); 


° there is little information available on which to calculate the proportion of the 
total funding of central computing to be transferred from the funding councils 
to the research councils. 


68 Where central computing facilities are used extensively for a particular project, we see 
no reason why the principal investigator's institution should not include the marginal cost in 
the application to the research council. In this context marginal costs would include any 
additional direct costs associated with a particular project. Given that the institution receives 
public funding for the facility through the funding council route, we do not think that it would 
be appropriate for the institution to claim for the full economic cost. 


Equipment 


69 Equipment is funded both through the funding councils’ route and the research 
councils’ route. Given that some items of equipment are used for both teaching and research, 
there is inevitably some lack of clarity as to who should pay for what. However, the dual 
support transfer deliberately dropped the concept of the "well-found laboratory" which means 
that research council grants committees should not refuse to fund the purchase of new 


equipment on the basis that it should already be in place, unless they themselves have already 
funded it. 


70 In some cases research grant committees have refused to provide funding for the 
purchase of new equipment on the grounds that one or more members of the committee 
believe that the department in question already has access to the necessary equipment. This is 
directly counter to the intention of the new dual support arrangements, further, on the whole, 
such judgements seem to have been based on anecdotal evidence, which is most unreasonable 
given the random nature of such knowledge. 
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71 We were also told of instances where committees have faced the dilemma of whether 
to fund the purchase of a piece of new, expensive equipment which is essential for the 
conduct of research project but which would not be used for a significant proportion of the 
time available. Institutions have reported that in such circumstances it is not uncommon for 
the research councils to try to negotiate a deal whereby the institution makes a contribution 
towards the capital cost. This creates problems where equipment is not of a type that the 
institution would invest in if it were not conducting the research concerned. 


iz, There are a number of possible strategies which might be considered to improve 
clarity in this area, including the following: 


e To provide research council grant committees with more comprehensive 
information on the availability of specialist equipment. While this would mean 
that the decisions of research grants committees would be based on better 
information, it could lead to an increase in the administrative costs of the 
whole process. 


e For research councils to consider planning and funding the provision of some 
(perhaps particularly expensive) items of equipment outside the normal grant 
funding ie not, in general, providing for the purchase of such equipment 
purchase as part of grant funding. Research councils already do this to a 
certain extent via infrastructure grants or other specific equipment grants. An 
extension of this type of funding for equipment would tend to lead to the 
concentration of resources at major centres. This may be beneficial, but would 
need to be accompanied by clear rules concerning the rights of other grant 
holders to the facility (and any charging arrangements for it). 


e For institutions to fund the capital costs of equipment and then recover the 
cost through "rental" charges to research councils. This would mean that 
institutions would have to take a view in advance about the likelihood of 
recovering the costs of the equipment from research councils and other 
funding sources. We have been told that some research grants committees 
have refused to pay rental charges for equipment. We do not understand the 
logic of this and think it is positively unhelpful. 


e For equipment to be funded through initiatives such as leasing. This would 
probably only be possible for some kinds of equipment and again raises the 
rental question. 


73 The issues involved in the funding of equipment are complex and span the boundary 
between the research councils and the funding councils. For these reasons it has not been 
possible to resolve them within the scope of this study. We therefore suggest that a full study 
of the funding of equipment in higher education institutions should be considered in the light 
of the outcome of the study of the equipment needs of universities currently being undertaken 
jointly by the Committee of Vice Chancellors and Principals (CVCP) and the Funding 
Councils. 
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Dividing line between direct and indirect costs 


74 There is some lack of clarity between research councils and institutions about the 
dividing line between direct and indirect costs. This is mainly related to relatively small 
amounts of non-academic staff time and some kinds of consumables. 


75 Some research grants committees frequently provide less funding than requested for 
these items or refuse to fund them at all. The picture is very uneven across research councils 
and, in some cases across research grant committees within the same research council. There 
are three possible reasons why requested funding is not provided for these items. 


76 The first is that the grant claim includes resources which are not judged by the 
committee to be necessary for the satisfactory conduct of the research project. In some 
instances, members of research grants committees identify items which, in their view, are not 
needed for the conduct of the project. Often it is claimed that the request for funding was not 
fully substantiated in the application - although the requirement for justification may be 
unclear. This may indicate that the applicant has not thought through the need for the 
resource; but in some cases it seems that principal investigators are trying to claim as a direct 
cost a resource which is more akin to an indirect cost. 


Tit: This issue appears to have arisen as a consequence of the abolition of thresholds. 
Principal investigators are now seeking to recover costs associated with departmental 
technical and support staff contributions which previously would have been subsumed under 
the threshold. In principle they should be entitled to do so. In practice they find it extremely 
difficult to identify and justify the costs associated with these staff as a direct cost because 
they often provide general rather than specific support services. We were told that even where 
serious attempts are made to identify and cost them, the costs are still usually disallowed by 
the relevant research council committee on the grounds that they are "insufficiently" justified, 
this may reflect the prejudices of individual research council committees. Consequently a 
number of the principal investigators we spoke to no longer bother to claim. 


78 A second reason why some direct cost items applied for by principal investigators are 
not funded is that research grants committees take the view that these should be covered by 
the indirect costs funding. We have been told about a small number of incidents where a 
research council grants committee has attempted to specify that indirect costs funding should 
be used to pay for specific costs associated with a particular research project. In our view, 
where a specific requirement in relation to a research project has been identified, and can be 
directly costed and justified, then the research councils should fund this as a direct cost. 
Where this is not the case, or where a research council decides not to fund these costs, it 
should not be entitled to seek to make it a condition of grant that an institution should fund 
them from indirect costs. 
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79 Finally, there is a perception amongst investigators that the desire of research grants 
committees to fund as many projects as possible leads them to reduce the amount given to 
individual applicants in order to fund more projects overall. If this were occurring then it 
would indicate that the research grants committees were not operating the system as intended. 
Our survey of grants indicates that principal investigators are not applying for as much post 
transfer cost as it was anticipated they would. There are a number of possible reasons for this 
which are discussed in Appendix D. 


80 During our visits to research councils we examined a small number of grant 
applications and awards. Our purpose in examining these grants was to provide information 
to support the anecdotal evidence, collected during interviews with the research councils and 
institutions, about the basis of the decisions on the final allocation of grant. The sample 
chosen was not intended to be representative of the total population of grants. Our 
examination of decisions on these grant applications revealed the following: 


° post transfer direct costs had not been granted in full in a little under half of 
the cases; 
e in the great majority of cases, the reason cited was either that the application 


was excessive or that the applications were not sufficiently justified; in one 
case the research grants committee had said that it would be "so much the 
better" if the institution could cover the costs of an item which the research 
grants committee decided not to fund; 


e in a small number of cases, funding for direct costs had been pruned on the 
basis that the items in question should be funded from the indirect costs 
funding element; 


® in a small number of cases, some costs were not funded on the basis that it was 
the research council's policy not to fund such costs - eg informant fees (ESRC) 
and page charges (NERC). 


81 It is worth noting that, in our small sample of applications, about a quarter were 
funded in full® and about a quarter had pre transfer direct costs reduced. 


82 We conclude from the above that there is a case for revising the boundaries between 
direct costs and indirect costs because: 


e there is some ambiguity about whether some of the costs should be regarded as 
direct costs or indirect costs; 


e the current system requires principal investigators to try to identify and justify 
costs which are more akin to indirect costs than direct costs. 


$ Some grant awards are larger than the applications because of adjustments to the salaries paid the research assistants. In one 
case, the grant was larger than the application because the research grants committee had applied standard formulae to determine post 
transfer direct costs funding. 
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83 One way of doing this would be to reclassify as indirect costs some of the costs which 
institutions are currently trying to claim as direct - eg secretarial support and "general" 
technical support (the bottlewashers etc). A variant on this approach would be for research 
grants committees to provide funding for some of such costs on a formula basis (a number of 
committees already do this). We think that each type of resource should normally be treated 
consistently either as a direct cost or as an indirect cost. Thus, if secretarial support is 
classified as an indirect cost, then institutions should not be able to claim for it as a direct cost 
except, perhaps, under very exceptional circumstances. 


84 If this strategy were to be adopted, then it would imply an increase in indirect costs 
funding. 


85 The types of costs which would be involved could vary between different subject 
areas and, if this were the case, then there might also be a case for varying the amount of 
indirect costs funding between subjects. However, there are practical difficulties associated 
with developing different indirect cost rates for different subjects which we discuss in more 
detail in section V. We conclude that the difficulties outweigh the potential benefits and 
would therefore not recommend the introduction of differential overhead rates by subject. 


86 The advantages of redefining the boundary between direct and indirect costs in the 
way suggested above would be: 


e the process would be administratively more simple both for the applicant and 
for the research council; 


e the boundary between direct and indirect costs should be clearer. 


87 It would also reduce the danger that research grants committees might inadvertently or 
deliberately not provide funding for legitimate costs associated with projects that they 
approve. 


88 The main disadvantage of this approach would be that the principal investigator 
would not need to identify as many of the costs of the research proposal and, therefore, 
awareness of the full costs could be reduced. However we have already concluded (in Section 
II) that awareness of the total costs of research can best be improved by developing better 
information for academic staff on the costs of research at the level of the institution. Moving 
the basis of funding (ie from direct to indirect) for such a small element of cost is unlikely to 
have a material impact on awareness given the very large current omissions. 


89 In summary, we think that there are considerable attractions in adopting an approach 
such as the one described above. We think that moving a limited number of costs from the 
direct costs category to the indirect costs category would have little effect on the awareness of 
the full costs of research. It could, however, have an effect on the volume of research funded. 
If more costs were met through the indirect costs funding route, there would be less scope for 
research grants committees to "skim" individual grant awards in order to find funding for 
additional projects. In our discussions with the research community we found ambivalent 


attitudes on this issue, even among those who felt that research grants committees were 
under-funding projects. 
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Summary of issues 
90 We conclude that: 


° the responsibility for funding central computing should remain with higher 
education institutions; 


° the research councils might attempt to define circumstances in which they 
would be willing to fund the marginal costs (ie the additional direct costs and 
the associated indirect costs) associated with using central computing facilities 
for a particular project, eg where this offers a cost effective alternative to 
providing a dedicated work station; 


e the issues involved in the funding of equipment are complex and therefore we 
suggest that they should be the subject of further consideration in the light of 
the outcome of the current review of the equipment needs of universities being 
carried out by the CVCP and the funding councils; 


e there are differences in interpretation between the research councils and 
institutions about the boundary between direct and indirect costs. As a result 
institutions are attempting to apply for items as direct costs which are more 
akin to indirect costs; this last issue might be addressed by reclassifying as 
indirect some of the costs that institutions are currently trying to claim as 
direct costs and increasing the percentage payment for indirect costs. 
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V___sIndirect costs 


91 Research councils pay a contribution towards the indirect costs associated with 
research projects. Their contribution is calculated on the basis of a 40% addition to (direct) 
staff costs on each award, and is intended to compensate institutions for the costs of 
providing central and departmental services required to support the research activity. These 
support services include: 


e financial services (finance, accounting, tendering, marketing); 

e personnel services; 

e recruitment costs; 

e staff facilities (transport, health and safety, welfare services, laundry); 

e staff development (including training); 

e public relations; 

e central institutional libraries; 

e departmental services (administration and secretarial staff not included in 


direct support, minor consumables, workshop support etc). 


92 At the time the dual support transfer was made, the indirect cost addition was also 
intended to cover technical and support staff costs where the aggregated level of staff effort in 
any one category averaged less than 20% over the lifetime of the grant. These thresholds were 
dropped in 1993 on the recommendations of the BUFORG report and more of these small 
elements of staff costs become claimable as direct costs, provided they were unambiguously 
associated with specific project requirements and could be adequately justified. The (40%) 
indirect cost contribution is still assumed to contribute towards a general background level of 
departmental administrative, secretarial and technical support. Peer review bodies are 
required to exercise judgement as to what represents background support in this context. 


oh) In this section we consider two sets of issues related to the funding of the indirect 
costs of research: 


° the appropriateness of providing the indirect costs as a percentage addition 
(and of 40% as that percentage); 


° the use of these funds within institutions and the arrangements for accounting 
for their use. 
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The appropriateness of a percentage addition 


94 


Forty per cent of the salary costs of staff funded as direct costs does not represent the 


actual indirect costs associated with a research project or group of research projects, or even 
the average indirect cost, because: 


25 


there are other indirect costs, such as premises costs, which remain the 
responsibility of the institutions; 


forty per cent is an average figure calculated on the basis of Form 3 statistical 
returns for 1988/89 and as such it does not take account of differences in 
indirect costs which may be associated with: 

- the costs of different subjects; 

- different types of grant; 


- different institutions; 


it is allocated on the basis of funded staff costs and hence may not adequately 
take account of indirect costs associated with non-staff costs. 


The forty per cent is a broad estimate of the overheads across the system, excluding 


premises, permanent staff costs and central computing and is therefore a contribution 
towards indirect costs rather than a real reflection of the costs in individual institutions. 
The two main questions are: 


should the research council contribution to indirect costs more closely reflect 
actual costs? 


if a percentage addition is thought to be the most appropriate mechanism, at 
what level should it be set? 


Alternative bases for allocating indirect costs 


96 


There are a number of approaches that might be adopted for providing for allocating 


indirect costs. These include: 


a separate rate for each institution - the model adopted in the US; 
different variable rates for different subjects or for different types of grant; 


an average percentage addition covering all types of grant and subject - the 
current approach.; 


or a combination of the above. 


oa! 


The advantages and disadvantages of each approach are reviewed briefly below. 
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Indirect costs rate(s) per institution 


98 At one end of the spectrum of options for dealing with indirect costs would be for 
each institution to define its own indirect costs rate based on its own costs and circumstances. 
Taken to the extreme, institutions might also define different rates for different subject areas 
or even different projects. A number of the institutions we talked to suggested this as a 
possible model. 


99 The advantages of this approach are: 
e it relates the funding for indirect costs to actual costs rather than averages; 


° it enables genuine differences in cost between (and within) institutions to be 
taken into account; 


° it helps promote an understanding both within and outside the institution of 
actual institutional indirect cost levels. 


100 The main disadvantages are: 


e It may support or even encourage inefficiency - this risk can partially be offset 
by ensuring that there are regular and thorough audits of the declared indirect 
cost levels and by introducing stringent penalties for those that over-claim. 
However, there would be increased administrative costs associated with the 
audit. 


e It may promote "price" competition between institutions which would be 
unhelpful, in that it would focus attention on the cost of a proposal perhaps at 
the expense of the evaluation of scientific merit. 


e It is a potentially complex and expensive approach to administer. 


101 Implementing an approach based on actual costs at individual institutions would 
almost certainly require the whole concept of dual support to be reviewed. Under a dual 
support mechanism, it would be extremely difficult to verify the calculation of indirect cost 
rates for those costs funded through one side of the mechanism, unless the other side were 
also reviewed. 


Indirect cost rates by subject or type of grant 


102 The indirect cost addition is intended to cover both central and departmental 
overheads. From our discussions at individual institutions, we concluded that most kinds of 
centrally driven indirect costs do not vary by subject area or grant type. The main exception is 
library resources where researchers in some subject areas make greater demands on library 
resources than their colleagues in other subject areas. 


2OST10.SAM 21/11/95 12:45 


Pa 


103 On the other hand, the indirect costs which occur within departments will, to some 
extent, vary between subject areas. For example, it is possible that some social sciences 
research projects will, on average, require more secretarial assistance than those in, say, 
theoretical physics. If the dividing line between direct and indirect costs defines as many 
types of cost as possible as direct costs, then we think that there is no strong argument for 
varying the amount of indirect cost between subject areas. If on the other hand, the line is 
moved (as we suggest in Section IV) to include more cost in the indirect cost category, then 
there is a stronger case for differentiating by subject area. 


104 The main advantage of differentiating indirect cost rates by subject area would be that 
it potentially represented a clear approximation to the actual indirect costs associated with a 
particular project rather than an average rate across all subjects and types of project. But there 
are a number of disadvantages: 


e defining the rates for and the boundaries for each subject would be difficult 
and open to challenge - there may also be a tendency for projects to migrate 
from low indirect cost rate subject categories to high indirect cost rate 


categories; 
e it would be administratively more complex than the present system; 
@ unless there were many different rates (which would add to the administrative 


complexity), defining different rates per subject would not necessarily 
introduce a more accurate reflection of the actual indirect costs in institutions. 


105 In addition, for institutions which have a mixed portfolio of grant types and subjects 
the overall impact on indirect cost recovery rates of introducing different levels of indirect 
cost for different types of grant or subject would be little different from that achievable 
through the current average percentage addition. 


Average percentage addition 
106 Most of the institutions we visited were content with the current approach to 


allocating indirect costs via an average percentage addition. The advantages of this approach 
are: 


e its administrative simplicity; 

e transparency; 

° the absence of any implicit "steers" in the direction of particular subjects or 
grant types. 


107 The main disadvantage is that it is clearly an average figure and hence has no direct 
relationship to the actual costs it is intended to cover in any one institution. 


2OST10.SAM 21/11/95 12:45 


28 


108 In our discussions with institutions we found that, in the interests of simplicity, there 
was considerable support for continuing with the present approach. We therefore recommend 
that indirect costs should continue to be provided via a single average percentage addition to 
the direct staff costs. 


Level of indirect costs 


109 The amount transferred from the funding councils to the research councils in respect 
of indirect costs was calculated as 40% of the value of that part of the grant portfolio that was 
assumed to relate to staff costs. 40% was an average value which was intended to 
approximate to the costs of the activities that it was intended to fund. It was always 
recognised that 40% did not (and being an average figure - could not) represent the actual 
indirect costs associated with a research council grant. 


110 As we have already demonstrated in Appendix D, the amount transferred to the 
research councils in respect of indirect costs has been returned to institutions as indirect cost 
funding. Consequently the sector as a whole has not "lost" any of its funding for indirect 
costs. 


111 A number of the institutions we visited demonstrated to our satisfaction that their 
actual research council related indirect costs were considerably higher than forty percent. 
(Figures in the range of fifty five to sixty five percent were quoted). The issue then arises as 
to whether the indirect cost rate should be adjusted to be closer to the true cost. 


112 Given that the amount originally transferred to the research councils for indirect costs 
was calculated on the basis of a 40% addition, and given that this amount has been returned 
to institutions as funding for overheads, raising the indirect cost rate would require an 
additional transfer of funds from the funding councils to the research councils. There may be 
a case for doing this if the overall clarity of the funding were to be improved. 


113. However, we have already argued that the indirect cost funding provided by the 
research councils also represents a contribution to indirect rather than actual costs and that to 
move away from a contribution based on averages (the present system) towards compensating 
for actual costs would add greatly to the complexity of the funding arrangements. 
Consequently we think that there is little to be gained from an additional transfer in terms of 
clarity. 


114 There may be a case for increasing the overhead rate from 40% if it is decided to use 
this as a mechanism for redressing the balance on volume or for increasing the percentage 
addition for low levels of support and consumable. In this case there would be no requirement 
for an additional transfer from the funding councils. 


Institutions' use of funding for indirect costs 
115 The funding provided for indirect costs is intended to cover the costs of central 
administration, some central facilities (eg libraries) and some departmental overheads. In 


most of the institutions we visited, a proportion of the indirect costs funding is allocated to 
the departments. In some departments in some institutions a share of the sum the department 
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receives for indirect costs is allocated to the relevant principal investigator to spend on 
consumable items and other direct costs. The rationale for allocating indirect costs funding in 
this way is that it is claimed that principal investigators require an incentive to persuade them 
to continue to seek research council funding. 


116 Thus, in some of the institutions we visited, indirect costs funding is being used by 
individual principal investigators to contribute towards the direct costs of the research project 
in question or, indeed, towards the costs not associated with the particular research project eg 
to fund conference attendance. 


117. Weare struck by the fact that officers at four out of the six research councils told us 
that they think that institutions should be asked to account for the use of their indirect costs 
funding. We think that this demonstrates a fundamental misunderstanding of the concept of 
indirect costs: : 


° The fact that the costs are indirect means that they cannot readily be attributed 
to any particular type of activity. The purpose of indirect costs funding is to 
provide essential support services or infrastructure within which the research 
project is undertaken. A research council would have a legitimate concern only 
if a principal investigator complained that adequate support services was not 
forthcoming. 


° Forty per cent is only a contribution to the indirect costs associated with 
research projects. In any particular case the indirect costs could be 
significantly higher or lower. 


118 We think that any attempt to prescribe how institutional management should use 
indirect costs funding is misguided. It would unnecessarily restrict management flexibility to 
be required to use resources to provide for particular activities. There would also be a danger 
of hampering management attempts to improve efficiency. 


119 Another misunderstanding which seems to be relatively common in the research 
community is that the indirect costs funding from the research councils is believed to be 
subsidising research work commissioned by charities. It is certainly the case that many 
charities will not pay any indirect costs in respect of the research projects which they 
commission. This means that charities projects are certainly being subsidised by the 
institutions undertaking the projects. But the subsidy is no more specifically drawn from the 
research councils’ indirect costs funding than it is from the funding councils' research 
funding, which takes account in part of the research income from charities in the volume 
measure, or indeed from teaching funding. The same applies to EU funded research. 


120 In summary, we have found considerable confusion about the purpose of the funding 
for indirect costs. We think that there would be considerable merit in clarifying the position 
and publicising it to principal investigators, some of whom seem to be under the impression 
that they should receive all or a substantial proportion of the indirect costs funding - possibly 
to be used for additional direct costs in the same way that funding council money was used 
before the transfer - when this is, in fact, intended as a contribution to the central institutional 
and departmental indirect costs. 
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Summary of issues 


121 ‘The indirect costs payable by the research councils should continue to be provided via 
a single average percentage addition calculated on the basis of direct staff costs. It should be 
recognised that an indirect cost amount calculated on this basis will not reflect the actual 
costs associated with the elements it is intended to cover in any one institution. It only 
represents a contribution to overheads . 


122 The present contribution of 40% was calculated on the basis of a very broad estimate 
of the indirect costs across the higher education system excluding premises, permanent 
academic staff and central computing. The amount transferred to the research councils in 
respect of indirect costs has been returned for this purpose, consequently the sector has not 
"lost" any of its funding for indirect costs. 


123 An increase in the indirect costs level from the current level of 40% is one of the 
options for addressing the issues raised in Section III, and the issues of applying for low 
levels of technician support (see Section IV). 


124 Given that, within any single institution, the indirect costs provided by the research 
councils will represent only a contribution to total institutional overhead (rather than the 
actual indirect costs associated with the research project) such research councils contributions 
to indirect costs cannot be attributed to individual activities within institutions. 
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Appendix A 


Officers of research councils and other national 
organisations interviewed in the course of the study 


Other organisations 


Professor Arbuthnott - COSHEP 


Morag Campbell - Scottish Higher Education Funding Council 
Rodney Eastwood - Deputy Managing Director, Imperial College 
Katherine Fleay - Department for Education 

Alice Frost - Higher Education Funding Council for England 
Marilyn Gallyer - Director of Planning and Resources, University College London 
Stephen Large - Kings College London . 
Shekhar Nandy - Higher Education Funding Council for England 
Ben Newbound - Office of Science and Technology 

Michael Powell - Committee of Vice-Chancellors and Principals 
Rachel Tobell - Royal Society 

David Wann - Scottish Higher Education Funding Council 
Peter Warren - Royal Society 

David Wilkinson - Office of Science and Technology 

Rowland Wynne - Higher Education Funding Council for Wales 


Research Councils 
Biotechnology and Biological Sciences Research Council (BBSRC) 


Leslie Heppell 
Scott Lawrie 
Brenda Mortimer 
Sue Riley 

Steve Visscher 
Nich Wingfield 


Engineering and Physical Sciences Research Council (EPSRC) 


Roger Burdett 
David Clark 

Mark Clayton-Smith 
Tony Hughes 

Peter Maxwell 
Karen Morris 

Vince Osgood 
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Geoff Richards 
Alasdair Rose 
Paul Tomsen 


Economic and Social Research Council (ESRC) 


Neil Cooper 

Glyn Davies 
Christine McCulloch 
Martin Quinn 


Medical Research Council (MRC) 


David Cox 
Diana Dunstan 
Lindsay Green 
Nick Winterton 


Natural Environment Research Council (NERC) 


Chris Baker 
David Brown 
Jenny King 
Gordon Young 


Particle Physics and Astronomy Research Council (PPARC) 


Carol Armstrong 
Clive Campbell 
Alan Coates 

Ian Corbett 

Jeff Down 

John Love 
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Institutions visited in the course of the study 


Bristol University 

Glasgow University 

Heriot Watt University 
Lancaster University 

Leeds University 
Nottingham University 
Oxford University 

Sheffield Hallam University 
Southampton University 
University College London 
University of Wales, Cardiff 


Warwick University 
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Appendix C 


Interpretations of neutrality 


1 When the Secretary of State for Education and Science announced the dual support 
transfer he made it clear that it was his intention that the shift in the boundary of 
responsibilities within the dual support system should be financially neutral and in particular 
should not lead to any changes in the volume of research which research councils sponsor in 
higher education institutions. 


2 During the course of this study we became aware of a number of different 
interpretations of what was meant by "financial neutrality". In this appendix we discuss the 
various levels of neutrality and identify those which we think are valid interpretations in the 
context of the Secretary of State's declared aims for the dual support transfer. 

3 We think that there are three possible definitions of the term financial neutrality: 


e global neutrality; 


® volume neutrality; 
e institutional neutrality. 
Global neutrality 
4 Global neutrality would have been achieved if the total amount of money provided by 


the government for the support of research in higher education institutions was unaffected by 
the transfer of resources from the funding councils to the research councils. 


> The Secretary of State for Education and Science stated in a letter to the Chairman of 
the Advisory Board for Research Councils (ABRC) dated 22 November 1991, that it was his 
intention that the additional sums made available to councils via the dual support transfer 
should be returned to higher education institutions for research. The letter also made it clear 
that the research council grant spend under the new arrangements should be monitored to 
ensure that it equalled the baseline figures used to calculate the transfer, plus the transferred 
sums. This is the so called "irreducible minimum" below which research council spend in 
higher education institutions should not fall. 


6 Clearly therefore, global neutrality (the "irreducible minimum") is a_ valid 
interpretation of financial neutrality in the context of the dual support transfer. 
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Volume neutrality 


Volume neutrality would have been achieved if the transfer of funding from the 
funding councils to the research councils did not lead to a change in the volume of research 
activity undertaken by institutions. 


8 The Secretary of State in his letter of 20 November 1991 confirmed that it was his 
intention that research councils should at least maintain the volume of HEI work which they 
had planned to support under the old arrangements. In his original announcement on the 
transfer arrangements he also made it clear that the transfer should not lead to any significant 
change (presumably in either direction) in the volume of research funded. 


9 In our view therefore volume neutrality was intended in the context of the dual 
support transfer because if the volume of research were to increase then institutions would 
have needed to cross subsidise research work from other funding sources, (or rather the 
infrastructure costs associated with research work). 


Institutional neutrality 


10 Institutional neutrality would have been achieved if the transfer did not lead to any 
change in the distribution of research funding between institutions. In other words if the total 
amount of funding which each institution received for research from its funding council and 
research councils in 1992-93, 1993-94 and 1994-95 was exactly the same as it would have 
been if the dual support transfer had not occurred. 


1] We do not think that this concept of financial neutrality can have been intended. Prior 
to the dual support transfer, funding for direct costs and indirect costs which subsequently 
became the responsibility of the research councils was channelled to institutions by the 
funding councils. The methodology which the funding council used to distribute this funding 
was retrospective and was not related to the actual costs incurred. The prime inherent purpose 
of the transfer was to ensure a much closer match between the allocation of resources to 
support research and the actual incidence of cost. This was bound to result in individual 
institutions receiving more or less funding for research in 1992-93, 1993-94 and 1994-95 than 
they would have done under the pre-transfer system. 


12 In identifying the extent to which they have "lost out" under the transfer, many 
institutions have focused on the allocation tables published by the funding councils showing 
how the dual support transfer was taken into account in year to year comparisons. This seems 
to have led some institutions to believe that they are in some way entitled to receive this 
funding from the research councils. They were not so entitled because under the new 
arrangements these funds need to be "earned" through research council grants. 


13 A number of institutions drew our attention to the fact that the implementation of the 
dual support transfer by the funding councils had a greater effect upon physics than upon 
other subjects. These institutions claimed that they had been able to recover substantially less 
for physics by way of additional direct costs from the research councils than they had for 


other subjects and that consequently the level of funding for physics was considerably 
reduced. 
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14 The funding councils deducted the amount to be transferred from each subject 
category pro-rata to the current value of research council grants in that subject. Two factors 
have contributed to the relatively low level of resource for physics after transfer: 


° the volume and value of research council activity was higher for physics than 
for other subjects so a greater proportion of the funding for physics was 
deducted; 

e the amount of money in each of the subject "pots" did not necessarily reflect 


the actual costs of that subject either before or after the transfer. 


tS The funding councils are aware of this issue and have assured us that they are taking 
steps to address it where appropriate. 
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Review of volume neutrality 


Introduction 


1 The dual support transfer, which took effect from August 1992, involved the 
redefinition of responsibilities for meeting costs associated with research projects. 
Essentially, the research councils assumed responsibility for funding more of the costs 
associated with projects than they had hitherto. In particular the then Secretary of State for 
Education and Science decided that research councils should be responsible for funding all 
the direct costs (other than the costs of permanent academic staff) associated with the projects 
which they fund and that they should also fund some of the indirect costs. It would remain the 
responsibility of the institution receiving the grant to meet the following costs: 


e accommodation and premises costs; 
e the salary costs of "permanent" academic staff; 
e the costs of central computing facilities. 
% One of the consequences of the Secretary of State's decision was the transfer of funds 


from the universities funding councils to the research councils. This transfer took place over a 
three year period from 1992-93 to 1994-95. In announcing the dual support transfer, the 
Secretary of State said that the intention was that the transfer would be financially neutral and 
in particular that it should not lead to any change in the volume of research sponsored by 
research councils in higher education institutions. 


3 There was a clear perception amongst all the institutions that we visited that the 
volume of research activity had increased as a result of the dual support transfer. The view 
was that a far greater proportion of the total available funding was being spent on direct costs 
than had been the case previously and that this was at the expense of funding infrastructure. 
Not all individual institutions were in a position to provide quantifiable evidence to support 
this view. We therefore sought quantitative evidence across the sector to examine whether or 
not volume had changed and if so whether some or all of the change can be attributed to the 
dual support transfer. 


- This appendix examines whether the dual support transfer has had an impact on 
volume and attempts to quantify that impact. It examines: 


e the context within which a review of volume neutrality needs to be set, in 
particular whether changes in research council policy since the dual support 
transfer have had an impact on volume; 


° variations in the number of grant awards pre and post transfer and in the 
average value of grants; 


° variations in the number of research assistants funded pre and post transfer 
and the number of research assistants per grant; 
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° the pattern of support within grants and whether this has changed post 
transfer in the way that was anticipated when the transfer was made; 


e the extent to which institutions have recovered post transfer direct costs and 
how this compares with the levels that it was estimated they would recover 
when the transfer was made; 


e the extent to which volume has increased as a result of the dual support 
transfer; 
e reasons for increases in volume following the dual support transfer. 


Context of the review 


5 In broad terms, research volume is related to the number of research personnel within 
an institution. Changes in the volume of research personnel sponsored by the research 
councils might occur either as a result of: 


e deliberate policy decisions to increase or reduce spending in higher education 
institutions or to change the pattern of support within grants; 


e unintentional changes in the level of spending in higher education institutions 
or in the pattern of support within grants. 


6 The research councils have made a number of policy decisions since the dual support 
transfer took place which will have had an impact on volume. The main ones are: 


e AFRC/BBSRC's declared policy of increasing its support for research in HEIs 
and reducing that at its own institutes; 


e a real increase in the level of funding available to MRC and ESRC over the 
period; 


e SERC's decision to close the Nuclear Structure Facility and to reduce its 
contribution to the Institut Laué Langevin and SERC laboratory staff numbers 
and to channel this funding into grants. 


7 The net effect of these changes has been to increase the level of research council 
expenditure in higher education institutions which in turn is likely to have increased volume. 
A simple measure of this increase in volume is the extent to which the research councils have 
exceeded the irreducible minimum. The irreducible minimum is the target level of annual 
expenditure in higher education institutions that research councils were set when the dual 
support transfer took place. Research councils must meet this target as one condition of 
maintaining volume at pre transfer levels. In 1992-93 and 1993-94 they exceeded the target 
by 4%, in 1994-95 the target was exceeded by 11%. 
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8 Not all of this increase of expenditure over target will necessarily have led to an 
increase in volume, some may have been invested in infrastructure, for example through 
equipment only grants. : 
9 Consequently, evaluation of the extent to which the dual support transfer has had an 
unintended impact on volume must be carried out against a background of an increase in 
volume which would have come about as a result of explicit policy decisions and which is 
itself difficult to quantify accurately. In the remainder of this Appendix a number of volume 
indicators are examined in order to try to disentangle and quantify the impact that the dual 
support transfer has had on volume as distinct from the effect of other policy changes since 
the dual support transfer. 


10 There are a number of possible indicators of volume: 

e number of awards - an increase in volume might be expected to be indicated 
by an increase in the number of awards, but this needs to be checked against 
whether the average size of grants has changed; 

e numbers of research assistants funded on research council grants; 

e the pattern of expenditure on grants - a shift in the pattern of expenditure 
from non-staff to staff costs or within staff costs (ie an increase in research 
personnel) would indicate an increase in volume even where the overall level 


of expenditure remains constant. 


11 Each of these indicators is explored below. 


Number of awards 


be The following table, derived from data provided by the research councils, shows the 
number of new awards funded in each academic year since 1988/89. 
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Table D1: Number of new awards 


Research 1988/89 1989/90 1990/91 1991/92 1992/93 1993/94 
Council’ 


BBSRC 457 556 362 438 576 446 
EPSRC 1756 1753 1316 1734 1847 2199 
ESRC 430 287 366 356 357 438 
MRC 482 528 453 504 492 473 


NERC 139 206 165 211 208 155 
PPARC 495 391 266 270 266 234 


Total 3759 3721 2928 3513 3746 3945 


: In April 1994 six research councils were created from the previous five. The activities 


of the former SERC were mainly split between EPSRC, PPARC and BBSRC (which also 
incorporates the former AFRC). 





13 Table D1 shows that, with the exception of the figure for 1990/91, the overall number 
of research grants awarded each year since 1988/89 has not changed dramatically, although in 
1993/94 the number of grants awarded was higher than in previous years. The number of 
grants awarded in 1990/91 was lower than in other years because SERC cancelled a grant 
round. 


14 Table D2 compares the average number of new awards made per annum in the pre 
transfer years 1988/89 to 1991/92 with the average number of awards made per annum post 
transfer. 


Table D2: Average number of new awards per annum - pre and post transfer 


Averagenumber Averagenumber % difference % difference 
1988/89 to 1991/92 1992/93 to 1993/94 excluding 1991 
data 





(* see para 16 below) 
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us The numbers of new awards made by MRC, and NERC, whilst fluctuating year on 
year, have stayed at roughly the same level over the period. ESRC has increased its awards 
by about 11%, BBSRC by about 13% and EPSRC by 24%. The pre transfer average 
numbers for BBSRC and EPSRC include the figures for 1990/91, the year in which a grant 
round was cancelled. As a result the difference between the pre transfer and the post transfer 
grant numbers may be exaggerated. Recalculating the percentages for these two councils 
excluding the 1990/91 figures, results in percentages of 6% and 16% for BBSRC and EPSRC 
respectively. PPARC has reduced the number of new awards it makes each year by about 
30%. This relates to a deliberate policy of consolidation by PPARC which is referred to 
again in paragraph 22. 


16 Overall the number of new awards made by the research councils appears to have 
increased by about 11% (or 5% if the 1990/91 data is excluded). However, the number of 
projects funded is not a perfect indicator of changes in the volume of research. The number 
of projects might have changed for other reasons, ie because research projects were on 
average becoming smaller or larger due to changes in research council policy changes in the 
science or because the average grant spend was getting smaller. 


Vi In order to assess the extent to which changes in grant size have contributed to 
changes in the numbers of grants awarded we examined the average value of grants funded 
across each of the research councils between 1988/89 and 1993/94. The average values are 
shown in Table D3. 


D3: Average grant value (cash prices) 


1988/89 1989/90 = 1990/91 1991/92 1992/93 1993/94 Expected 
£000 £000 £000 £000 £000 £000 value £000 





18 Table D3 shows that changes in the average value of an award are not necessarily 
consistent from year to year, for example average award values for ESRC and EPSRC are 
considerably higher in 1988/89 than for the following two years. From 1992/93 onwards post 
transfer costs are reflected in higher average grant values across all of the research councils. 
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19 In order to assess whether there is a difference between pre and post transfer average 
grant values, the post transfer values have been compared with expected grant values based 
on an assumption of an addition for post transfer direct and indirect costs. Expected values 
have therefore been calculated based on average pre transfer grant values (1988/89 to 
1991/92) increased for post transfer direct costs and indirect costs. No adjustment has been 
made for inflation because the considerable differences in the profile of awards made each 
year means that the variability between averages is much greater than any inflationary signal. 


20 Table D3 shows that PPARC has exceeded the expected average value of grant in 
each year since the transfer, this increase appears dramatic, but it relates to the consolidation 
of the number of awards made each year, referred to in paragraph 16 and taking these two 
factors together, it is difficult to assess whether there has been an increase in volume. MRC 
exceeded the expected average value in 1993/94. The higher than expected average grant 
spend for MRC coupled with relatively stable grant numbers may indicate an increase in 
volume if the increased spend has been invested in additional research assistants per grant. 


21 Average grant values for BBSRC, EPSRC, ESRC and NERC were less in 1992/93 
than expected post transfer. This was the first post transfer year and the shortfall probably 
relates in part to underclaiming by institutions. For ESRC, NERC and BBSRC average grant 
values were also below the expected value in 1993/94 and if we consider the effects of 
inflation, the same may also be true for EPSRC. This tends to indicate that a post transfer 
reduction in the average value of an award is partly responsible for the increase in the number 
of awards made. There are three possible explanations for this apparent reduction: 


e institutions are not applying for as much as it was expected they would; 
° research councils are squeezing the level of spend on awards; 
e errors in the original estimates of how much, on average, the direct costs to the 


research councils of a project grant would increase. 
Ds We explore each of these possibilities in more detail later on in this appendix. 
Number of research assistants 


28 An alternative indicator for the volume of research activity is the number of new 
research assistant posts funded by the research councils each year. An increase in the number 
of research assistants, or more precisely the number of research assistants per grant, would 
indicate an increase in volume of the research personnel. 


24 Table D4 is based on data provided by the research councils and shows the number of 
research assistants funded on new awards each year between 1988/89 and 1993/94. Whilst 
there is some evidence that numbers have increased overall across the period, the number of 
research assistants awarded by each council varies year on year both before and after the dual 
support transfer. Table D5 attempts to smooth out these variations by comparing the average 
pre transfer numbers of research assistants with the post transfer average. 
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Table D4: Numbers of research assistants awarded in each year 


!Research 1988/89 1989/90 1990/91 1991/92 1992/93 1993/94 
Councils 


BBSRC 427 593 461 455 q23 545 
EPSRC 2241 


ESRC! NA NA NA 284 400 
MRC? NA NA NA NA NA 
NERC 119 148 205 146 


PPARC Zaz 328 143 437 291 470 


ESRC were unable to provide empirical data on research assistant numbers prior to 1991/92. The 


data are also not fully reliable after that year because of problems of data capture. 
; MRC were unable to provide information on the number of research assistants awarded in each 
year (but see paragraph 29). 


3 The PPARC data shows a greater variation year on year than the data for the other research councils. 
This reflects the fact that PPARC rolling grants are on a five year cycle rather than the three year cycle that is 
typical of the other research councils. 





Table D5: Average number of research assistants awarded in each year - pre and post 
transfer 


Research councils Average 1988/89 to Average 1992/93 to % difference % difference ex 
1991/92 1993/94 1990/91 data 





an Table D5 indicates that with the exception of NERC (and MRC for which comparable 
data are not available) the research councils have increased the number of research assistants 
on new awards by more than 25% post transfer. The results for the ex SERC research 
councils (EPSRC, BBSRC and PPARC) are probably overstated because the pre transfer 
comparator includes the data for 1990/91 when there was a moratorium on new grants. 


26 The final column in Table D5 shows the difference between the pre transfer and post 
transfer average number of research assistants excluding the 1990/91 data for EPSRC, 
BBSRC and PPARC. This shows that even allowing for the reductions in that year, there has 
been a significant increase in research assistant numbers across the board. The reason for the 
PPARC increase is explored below in paragraph 28. 
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Zz) MRC was able to provide data on the total number of research staff (not full time 
equivalents) supported through its grants. Analysis of this data indicates that there has been 
an increase in the number of research assistants post transfer and that the difference between 
pre transfer and post transfer numbers is in the order of 5%. 


28 The figures show an apparent increase in the number of research assistants supported 
by PPARC post dual support transfer. These figures need to be qualified. Before the transfer 
a number of support staff (engineers, programmes etc) associated with particle physics rolling 
grants were funded by the relevant institution but on research assistant rather than technician 
salary scales. These staff were not research assistants in the conventional sense but funding 
them on RA scales enabled institutions to pay higher salaries in recognition of qualifications 
and specialised skills which were generally higher than those required of a conventional 
technician. It also enabled institutions to allow for a reasonable amount of progression up the 
salary scales for staff working on long term rolling programme grants. Following the 
transfer, the responsibility for funding these staff transferred to SERC (later PPARC). Thus 
the number of staff supported by PPARC on research assistant pay scales increased (by 40 
posts) immediately after the transfer. 


29 This issue aside increases in the number of research assistants will relate in part to the 
increase in research council expenditure in HEIs referred to in paragraph 7. However, the 
scale of the increases across three of the remaining research councils (BBSRC, EPSRC and 
ESRC) appears to be higher than the increase in expenditure and cannot be explained in the 
same way as the PPARC figures. This tends to suggest that some of the increase is 
attributable to the dual support transfer. SERC has acknowledged, in its response to the 
BUFORG Working Group report on the dual support transfer, that research assistant numbers 
increased sharply in 1992/93, the year following the transfer, and steps were taken to reduce 
numbers in 1993/94. 


30 The percentage increases in the number of research assistants appears to be rather 
lower for NERC and MRC. This does not rule out the possibility that some of the increase 
relates to the dual support transfer. The review of grant numbers and average grants values 
indicated that NERC has not increased its number and average value of grants significantly. 
Consequently the increase in the number of research assistants cannot immediately be 
explained by an overall increase in expenditure. 


3] Table D6 shows the average number of research assistants awarded per grant pre and 
post transfer. This shows that the number of research assistants per grant has increased for all 
research councils for which we have data, although the increases are marginal for EPSRC and 
NERC and at least some of the PPARC increase can be explained by the transfer of 
technicians or research assistant scales referred to in paragraph 28. 
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Table D6: Average number of research assistants per grant 


Research Council Pre Transfer Post transfer 
1989-1992 1992-1994 


iol a 
1 


ESRC data was only available for 1991/92 - 1993/94 


B PPARC increase reflects the policy of consolidation on grants 





32 This increase in the number of research assistants per grant indicates a shift in the 
pattern of expenditure within grants. It would appear that resources have been switched from 
non-staff and/or support staff expenditure heads to fund an increase in the number of research 
assistants. This switch seems to have taken place after the dual support transfer. In order to 
explore this in more detail we need to look more closely at the pattern of expenditure within 
grants. 


The pattern of support within grants 


33 In determining the amounts to be transferred from the funding councils to the research 
councils, calculations were made about the average increase in costs to the research councils 
of a typical project grant and the pattern of support within grants both pre and post transfer. 
The methodology and the calculations underlying the transfer were set out in the 
ABRC/CVCP report - Changing the Boundaries of Dual Support, 1992. The main elements 
of the calculation are summarised below. 


34 The ABRC/CVCP Working Group reviewed a sample of 175 grants at ten institutions 
and estimated that on average the direct costs to each council of a project grant would 
increase as follows: 


AFRC 35% 
ESRC 15% 
MRC 25% 
NERC 35% 
SERC 25% 
Overall 25% 
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35 Of these uplifts, 50% was estimated to be required to cover additional staff costs 
(mainly technicians) with the other 50% for additional non-staff items (including those items 
previously allowed in research council grant applications, but which had been "subsidised" by 
the HEIs, as well as certain previously disallowed direct costs). 


36 From the study of research grants it was estimated that staff costs on average 
accounted for 63% of the pre-transfer grant spend. The split between staff and non-staff cost 
for each research council was estimated as: 


Staff cost Non-staff cost 


AFRC 59% 41% 
ESRC 79% 21% 
MRC 68% 32% 
NERC 62% 38% 
SERC 59% 41% 
Overall 63% 37% 
Bi These estimates were combined with the estimates of additional staff costs to arrive at 


the overall post transfer split between staff and non-staff costs based on the following 
calculation: 


For staff costs (63% 12:5 %)ix 100 = 60% 
425 


For non-staff costs (37% + 12.5%) x 100 =40% 
125 


On these assumptions, the resultant split of direct costs post transfer for each research council 
was calculated to be as follows: 
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Staff costs Non-staff 


costs 
AFRC 57% 43% 
ESRC 75% 25% 
MRC 64% 36% 
NERC 59% 41% 
SERC 57% 43% 
Overall 60% 40% 

38 In addition indirect costs attributable to the research councils post transfer were 


estimated to be equivalent to 40% of the direct staff element of the grant. A more detailed 
explanation of the calculations underlying the transfer and details of the amounts transferred 
is provided in Annex I to this Appendix, together with a glossary of the assumptions 
underlying the dual support transfer. 


39 If the amounts transferred on the basis of the ABRC/CVCP study were calculated 
correctly (ie they represented on average the value of additional direct cost items and indirect 
costs claimable from research councils) and if the dual support mechanism was operating as 
intended then it would be reasonable to expect that: 


° the percentage amounts of additional direct costs (referred to hereafter as "post 
transfer" costs) that institutions are applying for from research councils and 
the percentages that the research councils are awarding, would broadly 
coincide with the percentages indicated at the time of the transfer; 


e the split between direct staff and non-staff costs and the percentage amounts of 
indirect costs would be in line with the proportions estimated in the original 
transfer calculations. 


40 If the balance between staff and non-staff costs differs from that assumed in the 
transfer and if institutions are recovering a lower proportion of "post transfer" cost than was 
assumed in the transfer, then this would tend to suggest that there has been an overall change 
in the volume of research activity. The research councils have exceeded the irreducible 
minimum and therefore (more than) the total amount transferred from the funding councils to 
the research councils has been distributed to higher education institutions. If proportionally 
on a grant less of this than expected has been awarded as "post transfer" direct costs, then the 
only other place that it could legitimately be allocated to would be to "pre transfer" direct 
cost ie research assistants or additional equipment. 
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Survey of grants 


41 In order to review the balance between direct staff and non-staff costs and to assess 
the extent to which post transfer direct costs have been applied for and awarded, we collected 
and analysed data on a sample of individual grants from ninety one institutions across the UK 
for the 1993/94 and 1994/95 academic years. An explanation of the survey methodology and 
details of the number and value of grants surveyed is set out in Annex II. Copies of the survey 
questionnaire are at Annex III and a list of the institutions that contributed to the survey is at 
Annex IV. 


42 We used the survey data supported by information collected from the research 
councils to determine: 


e the extent to which institutions have succeeded in recovering post transfer 
additional direct costs (both staff and non-staff) and how this compares with 
the amounts it was assumed they would recover at the time of the transfer; 


® the extent to which institutions have recovered indirect costs and how this 
compares with the amounts assumed at the time of the transfer. 


43 Tables D7-D10 show the results of the questionnaire analysed across cost categories 
and by research council for each of the two years sampled. Institutions were asked to provide 
information on grants applied for and awarded in 1993/94 and 1994/95. We analysed the 
questionnaire data for grants in our sample into pre and post transfer staff and non-staff costs 
as follows: 


° pre transfer staff costs were calculated by combining research assistant staff 
costs and the technical staff costs that institutions estimated they would have 
been able to claim pre transfer; 


° post transfer costs were assumed to include all remaining technical staff and 
all support staff costs; 


e for all research councils except ESRC pre transfer non-staff costs were taken 
to be all travel and subsistence costs and the equipment and consumables costs 
that institutions had identified as being claimable from the research councils 
pre-transfer; 


° for all research councils except ESRC post transfer non-staff costs were 
assumed to include all equipment and consumables costs identified by the 
institutions as only being claimable from the research councils post transfer, 
plus all exceptional items. 
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44 For ESRC we calculated the value of pre transfer and post transfer non-staff costs 
differently. ESRC revised the boundary between equipment and consumables cost and 
exceptional items at the time of the transfer. A number of items that had previously been 
classified under equipment and consumables (and for which grants had been awarded 
pre-transfer) were reclassified as exceptional items. Consequently including all exceptional 
items as post transfer non-staff costs for ESRC, would be to overstate the value of these costs. 
We therefore apportioned the value of exceptional items across pre and post transfer 
consumables and equipment costs in proportion to the value of those costs. 


45 Table D11 shows the post transfer direct costs applied for and awarded as a 
percentage of pre-transfer direct costs. The results of the two years sampled have been 
combined to smooth out variations between them. 


Table D11: Additional direct costs on applications and awards 


Research Council Additional direct costs Additional direct costs | Additional direct costs 
assumed in transfer on applications on awards 


BBSRC! 30% 11% 10% 
EPSRC 25% 18% 17% 
15% 8% 7% 
25% 10% 9% 
35% 14% 13% 
25% 14% 9% 


Overall 25% 15% 13% 
1 


Following the reorganisation of the research councils in April 1994, BBSRC was created from the 
old AFRC and part of SERC. The assumed recovery rate for BBSRC is therefore a combination of the 
AFRC rate (35%) and the SERC rate (25%). 





Discussion of potential limitations in the data 


46 There are some potential limitations in the quality of the survey data which may have 
had an impact on the results. These are: 


° that the sample surveyed may not be representative of the whole population; 
e difficulties in allocating staff costs between pre and post transfer costs; 
e difficulties in allocating non-staff costs between pre and post transfer costs. 
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Validity of the sample 


47 If the sample of grants that we surveyed was unrepresentative of the total population 
then the results may be over or under stated. Given that the overall size of our sample 
included nearly 50% of the new awards, in the relevant years and represented over 50% by 
value of new awards, we think that this is unlikely. The consistency of the results across 
institutions and research councils also tends to support this view, although it should be noted 
that the sample sizes for individual research councils varied. In particular the PPARC sample 
was smaller, 22% by value, than were the samples for the other councils. 


Difficulties in allocating staff costs 


48 Our survey depended on institutions being able to identify the staff costs on a sample 
of grants which would have been paid by the research councils pre transfer (ie research 
assistant and technical staff employed directly on the grant) separately from those that would 
only have been eligible for grant post transfer. Any difficulties in the allocation of cost 
between post and pre transfer would potentially distort the result. 


49 We checked the basis on which staff costs had been allocated at a number of the 
institutions we visited. We found that institutions had been able to identify research assistant 
(pre transfer) costs and support staff (predominantly post transfer) costs without much 
difficulty based on the grant applications and notifications of amounts awarded. Technician 
costs had to be allocated between pre and post transfer but this was also reasonably easy to do 
in most cases on the basis that staff appointed directly to the project would be counted as pre 
transfer, whilst those not directly appointed as a consequence of the grant award and 
part-time staff were classified as post transfer. 


50 The allocation of technicians to pre and post transfer groups was difficult to do in 
respect of PPARC grants. These grants are characterised by a high level of technical support 
and the boundary between the level of support that was allowable pre transfer and that 
provided for post transfer was less easy to define. The relatively low recovery rate for 
additional staff costs on PPARC grants may therefore reflect an understatement of the true 
position. 


51 Set against this the allocation of all support staff and all part-time technicians to post 
transfer costs may have had the effect of over stating the value of post transfer staff costs 
although there is no suitable data on which to estimate the extent of any possible 
overstatement (see Annex II for an explanation of the methodology used in analysing the 
questionnaire). Information supplied by the research councils on the numbers of support staff 
included in grant awards both pre and post transfer (set out in Table D12) shows that there 
were significant numbers of full time equivalent (FTE) support staff (excluding technicians) 
supported through research council grants prior to the dual support transfer. Table D13 
shows the number of FTE technicians supported through research council grants both pre and 
post transfer. 
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Table D12: Number of support staff (FTE) awarded in each year on research council 
grants 


Research council 1988/89 1989/90 1990/91 1991/92 1992/93 1993/94 
BBSRC’ > < 16 vif: Syl s 
EPSRC 230 198 346 427 669 
NA NA 38 34 36 
NA NA NA NA NA 
7 1] 16 10 5 


22 5 37 eh 
Total (excl ESRC) 264 
} Ex SERC grants only 


ESRC was only able to provide reliable staff number data from 1991/92 onwards. 


MRC was unable to provide staff numbers. 





Table D13: Number of technicians (FTE) awarded in each year on research council 
grants 


Research council 1988/89 1989/90 1990/91 1991/92 1992/93 1993/94 
33 oH 33 ag 184 83 
ie) 211 458 801 979 
NA NA NA 0 ay 6 


NA NA NA NA NA NA 
1] 25 22 36 40 4] 
40 87 21 
Total (excl ESRC) 363 





ae Table D13 shows that since the dual support transfer there has been a significant 
increase in the number of technicians supported by research councils. There was a consistent 
view across the institutions we visited that the level of technician support for research has 
reduced over the past few years partly because changes in the way in which research is 
carried out has reduced the requirement. Statistics on the number of technicians employed in 
the university sector show that full time equivalent staff numbers have reduced steadily over 
the ten year period from 1985 - 1994, from 13,560 to 11,780. 
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Difficulties in allocating non-staff costs 


53 Institutions found it considerably more difficult to identify additional non-staff costs. 
The definitions of what was claimable prior to the transfer and therefore what the additional 
costs were post transfer is much less clear than for staff costs. Our review of the questionnaire 
data at the institutions we visited indicated that there is a considerable risk that the post 
transfer equipment and consumable costs were wrongly stated in the survey data. 


54 In order to test whether our figure for post transfer non-staff costs, derived from the 
survey data, was in fact understated, we reviewed the extent to which, in our sample, the 
overall recovery of total non-staff costs as a percentage of the total direct costs matched that 
assumed in the transfer. The results of the comparison are set out in Table D14. 


Table D14: Non-staff cost recoveries as a percentage of total direct costs - survey data 


Research Council Assumed level of Sample recovery - Sample recovery - 
recovery Applications Awards 


BBSRC 43% 38% 34% 
ESRC 25% 22% 22% 
EPSRC 43% 38% 35% 
MRC 36% 35% 37% 
NERC 41% 39% 38% 
PPARC 43% 30% 23% 
Overall 40% 36% 34% 





sp) Table D14 shows that BBSRC, EPSRC, NERC and MRC have received applications 
for and awarded a slightly lower proportion of grant for non-staff costs than it was assumed 
they would following the transfer. PPARC appears to have received applications for and 
awarded considerably less non-staff costs than it was assumed it would, however, the number 
of PPARC grants included in our sample was relatively small and so this apparent anomaly 
may be the result of unrepresentative data. 


56 Information provided by the research councils on the profile of grant expenditure, set 
out in Table D15, confirms that a slightly lower proportion of grant has been awarded for 
non-staff costs than was assumed in the transfer. In 1992/93 and 1993/94 37% of the grant 
awarded was for non staff costs in 1994/95 it was 38%, compared to an assumed recovery 
level of 40%. 
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Table D15: Direct non-staff costs - as a proportion of direct costs for research council 


data 
Research Council Assumed in the Awarded in Awarded in 1993/94 Awarded in 
transfer 1992/93 1994/95! 
NA 
25% 26% 25% 24% 


BBSRC 2 43% 40% 

ESRC 

EPSRC 43% 40% 40% 38% 

MRC 36% 34% NA NA 

NERC 41% 33% 33% 36% 
43% 36% 36% 38% 
40% 37% 37% 38% 





































PPARC 


Overall 
1 

















Part year data 






Figures were not available for BBSRC and MRC for 1993/94 and 1994/95 


57. The overall recovery on non-staff costs post transfer is therefore less than it was 
assumed it would be when the transfer was made, although the difference is not dramatic. 
Against this background it is likely that the post transfer non-staff costs declared in our 
sample are understated. 


58 It is difficult to estimate the scale of the understatement because we have no basis for 
estimating the balance between pre and post transfer non-staff costs other than the data 
provided in our sample. To estimate the maximum amount by which our survey data might 
be understated we adjusted the balance between pre and post transfer direct non-staff costs in 
our sample up to the levels assumed in the transfer set out in Annex 1 of this Appendix. We 
then recalculated the total percentages of additional direct costs recovered across our sample 
using the adjusted values. The results are set out in Table D16. 
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Table D16: Adjusted additional direct cost recoveries 


Research Council Assumed in transfer Adjusted additional Adjusted additional 


direct costs - direct costs - Awards 
Applications 


23% 23% 
24% 23% 
12% 11% 
20% 19% 
22% 21% 
22% 19% 
22% 21% = 





Discussion of survey results for additional direct costs 


5° Taking the results in Tables D11, the additional direct cost recoveries indicated by our 
sample and D16, the additional direct costs adjusted for potential errors in the sample, 
together enables us to show ranges of values for the additional direct cost recoveries. These 
ranges are shown in Table D17. 


Table D17: Minimum and maximum levels of additional direct cost recoveries. 


Additional direct costs Additional direct costs on Additional direct costs 
assumed in transfer applications on awards 


Research Council 


11% - 23% 
18% - 24% 
8% - 12% 
10% - 20% 
14% - 22% 
14% - 22% 
15% - 22% 


10% - 23% 
17% - 23% 
7% -11% 
9% - 19% 
13% - 21% 
9% - 19% 
13% - 21% 








60 Table D17 shows that overall, institutions have applied for between 15% - 22% 
additional direct costs and have been awarded between 13% and 21%. This is rather less than 
the 25% it was predicted they would be awarded. The pattern across each of the research 
councils is similar, each indicating that the amounts actually awarded are less than those 
predicted at the time of the transfer. There is no basis on which we can further narrow down 
these ranges to determine a more precise figure. 


61 The uncertainty relates to difficulties in allocating non-staff costs into pre transfer and 
post transfer categories, and there is no better information which can be obtained to do this. 
There are however two factors that might support a conclusion that the actual level of post 
transfer costs and additional grants is closer to the lower end of the range than the upper end. 
The first is that anecdotal evidence collected during our visits to institutions indicated that 
apart from exceptional items and some major items of equipment, institutions had not 
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experienced particular difficulties in securing awards for non-staff direct costs following the 
dual support transfer. Secondly, the overall level of non-staff costs recovered (ie both pre and 
post transfer costs) is not dramatically lower than the level assumed in the original transfer 
calculation (see Table D15). However, given that it is not possible to obtain better 
information on the actual split between pre and post transfer direct non-staff costs, this 
conclusion cannot be validated. 


62 Despite these uncertainties it is clear that proportionally less has been spent on post 
transfer direct costs than it was predicted would be spent at the time the transfer was made. 
Consequently some of what was transferred for post transfer additional direct costs has been 
spent on pre transfer costs. If we assume that staff costs have been recovered at about, or a 
little above, the level that was expected when the transfer was made (an assumption 
supported by the data in table D15) then these additional pre transfer costs must have been 
spent on staff (additional research assistants.) 


Summary of evidence 


63 At the start of this Appendix (paragraph 10) we identified a number of possible 
indicators of volume. The first of these was the number of grant awards made (together with 
the average size of grant). Information provided by the research councils shows that overall 
the number of new awards made by the research councils is at least 5% higher, and perhaps as 
much as 11% higher, post transfer than it was pre transfer. However average grant values for 
ESRC, BBSRC, NERC and ESPRC in 1993/94 were a little below their expected post 
transfer values which perhaps indicates that a reduction in the average value of an award is 
partly responsible for the increase in the number of awards made. 


64 The second indicator of volume was the number of new research assistant posts 
funded by the research councils each year. Data supplied by the research councils indicates 
that the number of new research assistants supported since the dual support transfer has 
increased. Increases in the number of research assistants will relate in part to the increase in 
research council expenditure in HEIs referred to in paragraph 7. However the scale of the 
increases in BBSRC, EPSRC and ESRC tends to suggest that at least some of it is attributable 
to the dual support transfer. 


65 Review of the average number of research assistants awarded per grant shows that the 
number of research assistants per grant has increased post transfer for all the research 
councils for which we have data. This, together with the evidence that the average size of 
award has not increased, tends to suggest that there has been a shift in the pattern of 
expenditure within grants. 


66 The final indicator of volume that we reviewed was the pattern of expenditure on 
grants. A shift in the pattern of expenditure from non-staff to staff costs, or within staff costs 
_(ie an increase in research personnel) would indicate an increase in volume even where the 
overall level of expenditure remains constant. Based on evidence collected across a large 
sample of grants it is clear that some of the funds transferred for post transfer direct costs 
have been spent on pre-transfer costs (eg additional research assistants). 
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67 Taking all the evidence together we conclude that there has been an increase in the 
volume of research activity as a result of the dual support transfer. 


Quantifying the increase in volume as a result of the dual support transfer 


68 An understanding of the extent of the increase in volume that has arisen as a result of 
the dual support transfer can be gained by calculating the difference between the amount 
actually transferred in respect of additional direct costs and the amount that would have been 
transferred on the basis of the levels of additional direct cost recovery indicated by our 
sample. 


69 Table D17 shows that the sample's upper bound for additional direct cost recoveries is 
21% and the lower bound 13%. If the system had worked as intended then additional direct 
cost recoveries would have been 25% of pre transfer direct costs. Pre transfer direct costs 
were calculated to be £270 million and therefore the additional direct costs were assumed to 
be 25% of that figure - £67.5 million. This is the amount that was transferred from the 
funding councils to the research councils in respect of additional direct costs. 


70 Figure 1 sets out a calculation which takes account of increases in pre transfer costs 
(eg RAs) and also allows for an increase in grants. 
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Figure 1: Calculation of volume increase 


Let R = pre transfer staff costs 

Let X = pre transfer non-staff costs 

Let T = post transfer staff costs 

Let Y = post transfer non-staff costs 

Let P = post transfer additional pre-transfer type costs 


Ideally if the system had worked as predicted: T+ Y =0.25 (R+ X) = £67.5m 


However we know there has been an increase in 

additional pre-transfer type cost per grant so: Dae Yr P= £67. 5m 

We know from Table D17 that the upper bound 

for additional direct cost recoveries is 21% so: etree O.21 (Reb Xara) 


0.21(R+X+P)=£67.5m-P 


From original dual support transfer calculation: R +X = £270m (in 1993/94 
prices) 


Therefore: 1.21P = £67.5 - 0.21x£270m 
P = £10.8/1.21m 


The value of the increase in additional 
pre-transfer type cost taking the upper bound of £8.93 million 
additional direct cost recoveries is: 


The same calculation for the lower bound of 
additional pre-transfer cost recoveries yields a £28.67 million 
value of: 





71 Figure 1 indicates that between £8.93 and £28.67 million of the £67.5 million 
transferred to cover post transfer direct costs has been spent on pre transfer costs (mainly 
research assistants). Whatever the precise sum involved 40% should be added for indirect 
costs associated with the proportion of the sum that has been spent on staff. 


72 As discussed in paragraph 61, there is no basis on which we can either narrow down 
these ranges or determine a more precise figure. There is anecdotal evidence that might 
support a conclusion that the actual level of post transfer direct cost funds spent on 
pre-transfer costs and possibly additional grants is closer to the lower end of the range than 
the upper end. 
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Recovery of indirect costs 


73 The amount to be transferred for indirect costs was calculated by estimating the 
percentage of pre transfer grant that on average accounted for staff costs. This was estimated 
to be 63%. The staff related element of the additional direct costs was estimated to be 50% of 
total additional direct costs. The amount transferred in respect of indirect costs was therefore 
calculated by combining these two figures, to arrive at a percentage split between staff and 
non-staff direct costs post transfer of 60:40. 


74 We can use this percentage to calculate how the indirect costs actually recovered 
across our sample of grants, compares with those that would have been recovered based on 
the assumptions underlying the transfer. Table D18 shows this comparison and indicates that 
the actual indirect recoveries are slightly higher than those assumed in the transfer. This is 
consistent with our conclusion in paragraph 57, that the recoveries of direct non-staff costs 
have been slightly less than those assumed in the transfer and hence that direct staff costs 
overall have been a little higher than it was assumed they would be. 


HS If a decision is taken to reduce volume, then the adjustments to funding would need to 
take indirect costs into account. Given that the amount transferred to support technicians 
appears to have been more than was required and more than has actually been spent on them, 
it follows that too much was transferred to take account of associated indirect costs. This can 
be quantified by taking the upper and lower bands identified in Figure 1 (£8.93 million - 
£28.67 million), assuming that all the spend on pre-transfer costs is on staff (research 
assistants), and calculating the value of indirect costs as 40% of these figures. This shows 
that between £3.57 and £11.47 million of the funding transferred from the funding councils to 
the research councils has been used to support indirect costs associated with additional 
research assistants. 


Table D18: Comparison of actual and notional indirect cost recoveries across sample of 
grants 


Research Council Awarded in 1993/94 (£000) Awarded in 1994/95 (£000) 
Actual indirect cost recovery 56,729 


"Notional" indirect cost recovery 52,452 
Difference 4,277 
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Conclusion 


76 The complexity of the policy decisions underlying the grant portfolios and the 
difficulties in estimating the proportion of direct expenditure that relates to post transfer costs 
means that the data must be interpreted with caution. However some reasonably firm 
conclusions can be drawn from the information presented in this Appendix. 


oi) It is clear that the volume of research activity has increased since the dual support 
transfer took place. It is also clear that some of this increase is unrelated to the dual support 
transfer. Research council expenditure in HEIs has increased by 4% in 1992-93 and 1993-94 
and 11% in 1994-95. Even allowing for the effects of inflation, this indicates a significant 
real increase in expenditure and hence in volume. 


78 This increase aside, there is clear evidence to support the conclusion that the dual 
support transfer has also led to an increase in research volume. In particular: 


° principal investigators have not been applying for as much additional direct 
cost as it was assumed they would when the transfer amounts were calculated; 
consequently, resources transferred for additional direct costs (ie technicians, 
other support staff etc) have been invested in pre transfer type costs (eg 
research assistants); 


° there is a significant increase in the number of research assistants post transfer 
and in the number of research assistants awarded per grant; 


e as a result there has been a post transfer shift in the pattern of support from 
direct non-staff costs to staff costs and within staff costs, from technicians and 
other support staff to research assistants. 


te) Consequently, it appears that between £8.93 and £28.67 million of the £67.5 million 
transferred to cover additional direct costs has been spent on pre transfer costs (mainly 
research assistants) and possibly on additional grants. Whatever the precise sum involved 
40% should be added for indirect costs associated with the proportion of these sums that has 
been spent on staff (ie additional research assistants). 


80 There are a number of possible explanations for why the dual support transfer has led 
to an increase in volume: 


° "under- claiming" by principal investigators; 

° research councils "disallowing" legitimate costs; 

° the transfer assumptions may not have held true. 
81 These reasons are explored below. 
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Under-claiming by principal investigators 


82 In the course of our visits to institutions we were told on numerous occasions that 
principal investigators have not been including all legitimate direct costs in their research 
grant applications. The reasons cited for this are: 


e a fear that applications will be turned down if too expensive. While we were 
told that this was a common fear among principal investigators we found no 
evidence that this has occurred; 


° that principal investigators have difficulty in identifying and justifying some 
kinds of costs included in the direct cost category because they are more akin 
to indirect costs (this issue is discussed in Section III in the main report); . 


e there is no incentive for principal investigators to identify and claim these 
costs (also see Section III). 


83 It is clear that principal investigators were not claiming all that they were entitled to in 
the first year following the dual support transfer. This issue was highlighted in the BUFORG 
survey and is confirmed by the relatively low average grant values for 1992/93, compared 
with expected levels (Table D3). All of the institutions we visited were aware that 
underclaiming had been a problem and either had or were in the process of taking steps to 
address it. The increase in average grant values for 1993/94 indicates that institutions have 
had some success in this. 


84 Although underclaiming is undoubtedly still a problem for some institutions, 
particularly for non specific technical support, it is difficult to believe that it is at a level 
which explains the shortfall in applications for additional direct costs across our sample. It is 
therefore likely that institutions failure to apply for the expected level of direct costs indicates 
that the actual balance between pre and post transfer costs does not match the original 
assumptions. 


Research councils "disallowing" legitimate cost 


85 A review of the amounts awarded by individual councils shows that the research 
councils have awarded slightly less additional direct costs overall than was applied for. It is 
also clear that research councils have not been consistently disallowing legitimate direct 
costs. 


86 A review of the amounts of additional direct costs applied for compared with the 
amounts awarded in our survey sample is summarised in Table D19. There is evidence that 
research councils are disallowing slightly more post transfer than pre transfer cost. There are 
some differences in interpretation between institutions and research councils as to what 
constitutes a legitimate direct cost which probably accounts for this. This boundary between 
direct and indirect cost is discussed in Section IV of the main report. Overall these 


differences in interpretation are at the margin and should not significantly affect the final 
outcome. 
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Transfer assumptions 


87 There are two possible explanations for why some of the original transfer assumptions 
may not have held true. The first is that the average level of additional direct costs on project 
grants were overestimated at the time the transfer was made. The second is that the balance 
between pre and post transfer costs has changed since the transfer took place. 


88 In theory, the fact that more of the costs associated with research projects now have to 
be explicitly identified may lead some principal investigators to look for different ways to 
achieve research outcomes, for example by transferring some of the activities previously 
undertaken by technicians to research assistants, or by employing new types of support staff 
with skills different from those available from the "traditional" technicians already employed 
within the institution. If these changes have led to a more efficient and effective delivery of 
research activity, then one of the principal objectives of the transfer would have been 
achieved. However it does imply a shift in the balance of support from post transfer style 
costs to pre transfer style costs. 


89 During our visits to institutions we found some evidence to support the view that the 
emphasis was shifting from "traditional" technicians to research assistants and "new " types 
of support staff eg information technology support, and that this was (at least in part) the 
result of the dual support transfer; now that principal investigators have more control over the 
recovery of costs for technical and support staff they appear to be tending to claim for 
additional staff rather than to try to recover costs of existing staff. There are three possible 
explanations for this: 


° that the skills offered by these "new" staff are more specific to the principal 
investigators’ requirements than the skills of existing staff in the institution 
(and can be accessed more easily ie because there is no requirement for 
retraining); 


° that principal investigators think there is a better chance of securing these 
resources if they claim them from the research councils as pre transfer costs; 


° that principal investigators find it difficult to specify research support 
requirements separately from research assistant requirements and so specify 
them together. 


90 All of these factors are probably relevant and are very difficult to analyse even at the 
individual department level. The consequence of providing principal investigators with a 
greater degree of control over the acquisition of resources for research is that, in exercising 
that control, their decisions are likely to be in the interests of their individual research 
programmes rather than those of the institution as a whole. 


9] The difficulty for the institution is that it is, potentially, left with a group of 
technicians on permanent contracts, for whom there is no specific funding either from the 
research councils or the funding councils. The funding for these staff has been transferred to 
the research councils but has been reclaimed by principal investigators to fund the costs of 


J 
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new staff. This is clearly a management issue that individual institutions will need to address, 
but which has arisen as a consequence of the dual support transfer. 


Summary 
92 All of these factors appear to have some validity and each supports the conclusion that 


some of the funding transferred to the research councils in respect of post transfer costs has 
been used to fund an increase in the volume of research activity. 
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Annex 1 


The basis of the dual support transfer 


1 The ABRC/CVCP Working Group Report "Changing the Boundary of Dual Support" 
which dates from July 1991, was prepared by Research Council and CVCP officials for the 
Advisory Board for the Research Councils (ABRC). It was prepared on the basis of two 
parallel exercises, in which the Research Councils and the CVCP collaborated, to establish an 
operational framework for the new regime and to assess the additional direct costs for which 
the Research Councils were to become responsible. 


iu The ABRC/CVCP Working Group study concluded that on average across all the 
councils the direct costs of a project grant would increase by 25%. Of this uplift, it was 
estimated that 50% would cover the additional staff costs (mainly technicians) and 50% 
would cover other direct items (including those items previously allowed in Research Council 
grant applications, but which had been "subsidised" by the HEIs, as well as certain previously 
disallowed direct costs). Of the grant spend before the dual support transfer, 63% of grant 
spend was estimated on average to account for staff costs. Councils would meet the 40% 
addition to the overall staff costs element as their contribution to indirect costs. 


3 Using the basic methodology established in the report, the full-year additional costs 
faced by the Research Council, based on an approximate projected expenditure of £270 
million for 1993-94 under the "old" arrangements (before dual support transfer) can be 
calculated as follows: 


additional direct costs = 25% x £270 million 
=  £67.5 million 
indirect costs = 0.4x (63% x £270m + 50% x £67.5m) 
(40% addition on staffing = 0.4x(170.1m + £33.75m) 
element of direct costs) = £81.54m 
TOTAL = £149.04m 
+ Because of the way the dual support transfer was phased in, only £124.5 million was 


transferred to the Research Councils for 1993-94. Certain schemes run by the Royal Society 
were deemed to be analogous to the Research Council grant schemes covered by the transfer, 
and consequently, the dual support transfer was also applied to the Royal Society (the transfer 
sum amounted to £0.5 million in 1993-94). 
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Glossary of global assumptions for the dual support transfer 
Let x = pre-transfer direct costs 

Post-transfer direct costs = 0.25x 

Post-transfer staff costs = 0.125x 

Post-transfer non-staff costs = 0.125x 

Pre-transfer staff costs = 0.63x 

Pre-transfer non-staff costs = 0.37x 

Total direct costs = 1.25x 

All this implies that: 

Post-transfer direct costs/pre-transfer direct costs = 25% 

Post-transfer staff costs/pre-transfer staff costs = 0.125/0.63 = 19.8% 
Post-transfer non-staff costs/pre-transfer non-staff costs = 0.125/0.37 = 33.8% 
Pre-transfer staff costs/pre-transfer direct costs = 63% 

Post-transfer staff costs/total post-transfer direct costs = 0.125/0.25 = 50% 


Total staff costs/total direct costs - (0.63 + 0.125)/1.25 = 60.4% 
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Annex IT 


Questionnaire survey methodology 
Purpose 


Approach to sampling 


1 The purpose of the questionnaire was to collect information from institutions on the 
vaue of the additional direct and indirect costs achieved under the dual support arrangements 
since 1 August 1992 compared with what might have been achieved from the arrangements 
which were in place prior to that date. 


Approach to sampling 


2 We asked institutions in receipt of research council grants under the dual support 
arrangements to complete a questionnaire for grants awarded in the 1993/95 award period (1 
August 1993 to 31 July 1994) and in the 1994/95 award period (1 August 1994 to end 
January 1995 - the date of the questionnaire). The questionnaire was distributed to all higher 
education institutions in the UK, a total of 170 institutions in all. 


3 We asked institutions to provide information for all grants awarded with a start date 
during the relevant periods. Where information on all grants was not available, we asked 
institutions to provide it for a sample of at least 25 grants in each of the relevant periods. 


“ Institutions were asked to select their samples with a view to ensuring that all research 
councils represented at the institution were covered, together with a mix of subjects and grant 
types eg both research council funded and co-funded schemes. Institutions were also asked to 
include both capital equipment intensive and staff intensive grants and a distribution of grant 
sizes covering, as far as possible, small grants (defined as awards of less than £100,000), 
medium sized grants (between £100,000 and £500,000) and large grants (in excess of 
£500,000). 


Information sought in the questionnaire 

5 The questionnaire asked for details of the costs applied for on the selected sample of 
grants and of the amounts subsequently awarded. Institutions were asked to allocate costs 
across the following categories: 


° research assistants; 


° pre transfer technicians - ie those technician costs that would have been funded 
by the research councils pre-transfer; 
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post transfer technician costs - ie those costs that became the responsibility of 
the research councils post transfer; 


other staff costs funded as direct costs - the secretarial and admin support, 
assumed for the purpose of this exercise to be "new style" costs; 


travel and subsistence costs; 


pre transfer equipment and consumables - ie those items that would have been 
funded by the research councils pre-transfer; 


post transfer equipment and consumables costs - ie those items that Decate 
the responsibility of the research councils post-transfer; 


exceptional items. 


In addition we asked institutions to provide brief comments on: 


the impact of the transfer on the institution as a whole - including any hard 
information on the extent to which additional direct and indirect costs have 
been recovered; 


the extent to which the original objectives of the transfer have been achieved 
to improve clarity of research funding and to increase awareness of the true 
costs of research. 


A copy of the questionnaire and the detailed notes for completion is attached at Annex 


Response to the questionnaire 


8 


We received responses from 91 institutions. Most of those that did not respond were 


colleges of higher education which did not have any research council funded activity. A list 
of the institutions that responded is shown at Annex IV. 


9 


The number of grants for which we received a complete set of data was as follows.’ 





1 


A number of institutions returned questionnaires that were incomplete. These were excluded from the sample before the 


analysis was carried out. 


f 
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Table 1: Number of grants sampled 


Grants £'000 Grants £'000 


10 Table 2 compares the number and value of awards sampled for 1993/94 with the total 
number and value of awards made. This shows that for 1993/94 our sample represented about 
50% of the total. 











Research Council 






Table 2: Size of sample compared to total new awards for 1993/94 


Total New Awards 


of Grants of Grants 


1 





Research Council 














In 1993/94 a number of the grants now administered by BBSRC were the responsibility of the former SERC. We have 
attempted to allocate the SERC grants in our sample to the current relevant research council, but as the details provided about the grants 
were limited this has not been easy to do particularly for ex SERC grants now the responsibility of BBSRC. The BBSRC figure shown 
here for our sample, therefore probably includes a number of grants which should properly be included in the EPSRC figures. This 


explains the apparently high percentage by value of BBSRC grants sampled. 
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Annex III 
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Annex IV 
Universities and colleges of higher education which replied to the 
questionnaire 


Aberdeen 

Anglia 

Aston 

Bath 

Birmingham 
Bradford 

Brighton 

Bristol 

Brunel 

Cambridge 

Central Lancashire 
City 

de Montfort 

Derby 

East Anglia 

East Lancashire CHE 
Eastman Dental Institute 
Edinburgh 

Essex 

Glasgow 

Goldsmiths 
Greenwich 

Heriot Watt 
Hertfordshire 
Huddersfield 

Hull 

Inst of Education 
Inst of Neurology 
Inst Child Health 
Imperial 

Keele 

Kent 

Kings 

Lancaster 

London Business School 
Leeds 

Leeds Metropolitan 
Leicester 

London Hospital Medical School 
Liverpool 
Loughborough 
ESEPS 

London School of Hygiene and Typical Medicine 
Manchester 
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Napier University 

Nene College 

Newcastle 

North East Wales Institute 
Nottingham 

Northumbria 

Open University 

Oxford 

Oxford Brookes 

Portsmouth 

Queens Belfast 

Reading 

Robert Gordon 

Royal Holloway 

Royal Veterinary 

Royal Postgraduate Medical School 
Salford 

Sheffield 

Sheffield Hallam 

School of Oriental and African Studies 
Southampton 

St Andrews 

St Bartholomews Medical College 
St Georges Medical School 
Staffordshire 

Stirling 

Strathclyde 

Sunderland 

Surrey 

Sussex 

Teeside 

Trent 

Univ Wales (Aberystwyth) 

Univ Wales (Bangor) 

~ Univ Wales (Cardiff) 

Univ Wales (Med School) 

Univ Wales (Swansea) 

University of the West of England 
University College London 

Ulster 

United Medical and Dental School 
UMIST 

Warwick 

Westminster 

Wolverhampton 

Wye 

York 

Total 91 Institutions 
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{Wellcome Centre for Medical Science} 
AFL ae SATE 


Office of Science and Technology 
Albany House 84-86 Petty France London SW1H 9ST 





Telephone 0171 270 1234 Direct Line 0171 271 Pax 0171927 1 
To: All recipients of the Coopers & Lybrand report on the the dual support 
transfer 
From: The Chief Scientific Adviser 
ie I am writing to share with you some thoughts I had on reading the consultants’ report. | 


should like to highlight some issues which are raised by the consultants’ report and which 
in my view, based on my experience of the US system (as Vice-President for Research at 
Princeton University for 11 years), bear further examination/airing. 


2 To begin with, I wonder about the point made in paragraph 30 of the Executive Summary 
and further developed in paragraphs 87-91 of Appendix D. If there has indeed been a 
tendency to apply for new staff (as RAs) rather than for the support of existing staff (eg 
technicians) for individual projects, or to substitute specific equipment for tasks previously 
carried out by technical support staff, then in this respect one can argue that the volume of 
research supported by the Research Councils at institutions has not changed, and that 
therefore the transfer has been neutral. It has not, however, been neutral for the 
institutions, who, as the report says, are potentially "left with a group of technicians on 
permanent contracts, for whom there is no specific funding either from the research councils 
or funding councils". This to me is a different problem and requires a different solution 
from those suggested by the consultants which focus on dealing with a breach of volume 
neutrality. 


Ds Secondly, UK institutions do not strike me as being as sophisticated as their US 
counterparts, and I would like to explore the consequences of this relative lack of 
sophistication. Could it be that institutions have allowed principal investigators to follow 
what I believe to be their natural instincts to maximise the funding flowing directly into 
their laboratories for the direct costs of research, without due regard to infrastructural needs? 
Institutions are well aware of the need for adequate underpinning research infrastructure, but 
have they been sufficiently vigilant with their principal investigators’ applications? Should 
institutions as a result of the review of the dual support transfer be required to manage their 
research more thoughtfully? A place like Princeton put some effort into addressing these 
issues effectively, but with as little fuss as possible. 


4. Finally, I consider that calculating the contribution towards indirect costs as a percentage of 
staff costs encourages principal investigators to ask for staff in preference to non-staff costs, 
and I would suggest that indirect costs might be calculated as a percentage of total direct 
costs (modified to exclude major items of equipment, say over £10,000). 


Sir Robert May 
January 1996 
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Department of Trade and Industry Committee of Vice-Chancellors and Principals 


of the Universities of the United Kingdom 


29 Tavistock Square London WC1H 9EZ 


Review of the Dual Support Transfer: a report by Coopers & Lybrand 


Action: 


Of interest to: 


Summary: 


Attached: 


Enquiries to 





For consideration and discussion, and for responses by institutions and other bodies 
to Philippa Lloyd at OST by 29 February 1996. 


Vice-Chancellors and Principals, Pro-Vice-Chancellors, Directors of Research, 
Directors of Finance, Planning Officers, Heads of Departments, Principal 
Investigators, and learned societies. 

Comments are invited on the attached report by Coopers & Lybrand on the Opera- 
uon of the current funding arrangements for Research Council sponsored research 
in higher education institutions. 


Report by Coopers & Lybrand 


Michael Powell at CVCP Tel: 0171 387 9231; Fax: 0171 388 8649 


and additional Philippa Lloyd at OST Tel: 0171 2/1 2011; Fax: 0171 271 2016 








copies 

available 

from: 

1. Comments are invited by 29 February 1996 on the attached report and particularly on 
the issues summarised at the end of Chapters II to V of the main report. 

2 Your attention is drawn to the section on financial neutrality, and the results of the survey of 
higher education institutions and examination of Research Council data (Chapter III of the 
report and Appendix D). 

2, The Research Councils demonstrated to the consultants’ satisfaction that the funds 
transferred to the Research Councils have been returned to the HE sector. The total amount 
of grant expenditure distributed to higher education institutions in 1992-93, 1993-94 and 
1994-95 was significantly higher than the minimum to which they were committed by the 
Secretary of State at the time of the transfer. 

4. Despite this, from a survey of grant data submitted by 91 institutions, the report shows that 


in COmparison with what-was anticipated at the time of the transfer: 


a. 


principal investigators are applying for and being awarded proportionally less 


additional direct costs than anticipated at the time of the transfer. These additional direct 
costs are referred to in the report as post-transfer costs; 


b. 


more of the transferred funds are being spent on the direct costs (eg research 


assistants) for which Research Councils were responsible before the transfer and for which 
they are still responsible (referred to in the report as pre-transfer costs): 


Cc. 


less is being spent on infrastructural costs (eg technicians) than expected. 
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10. 


The consultants conclude from their analysis that the volume of research activity has 
increased in higher education institutions as a result of the transfer, and that therefore the 
effect of the transfer has not been neutral. 


The consultants consider that the most likely explanation for the shortfall in the demand for 
post-transfer costs is that the original transfer assumptions may not have held tue because: 


a the average level of post-transfer direct costs was overestimated in the original 
calculation of the amount to be transferred, and that consequently more was transferred in 
respect of direct costs than was being spent on those costs from the Funding Council block 
grant, 


and 


b. the balance between pre- and post-transfer direct costs may have changed, reflecting 
either a change in the nature of research or estimates from principal investigators which do 
not take full account of the intended change in responsibility for costs. 


Views are particularly sought on how to achieve the intended neutrality of the dual support 
transfer. Options discussed in the report are either a transfer of funds from the Research 
Councils back to the Funding Councils to be added to the research block grant; or an 
increase in the level of the percentage addition presently added to staff costs for indirect 
costs; or some combination of these two options. 


The Research Councils and Funding Councils are keen to work together with institutions to 
address this issue. Views would be welcomed on possible specific steps that might be taken, 
including those discussed in the report. 


Any action taken is likely to result in a reduction in the number of Research Council grants 
and an increase in the amount of infrastructural support available in higher education 
insuituuions. 


As background we attach the membership of the Steering Group which oversaw the 
consultants’ work, and a copy of the Secretary of State’s letter of 20 November 1991. 


PHILIPPA LLOYD & MICHAEL POWELL 


Office of Science & Technology Committee of Vice-Chancellors and Principals 
DTI, Albany House 29 Tavistock Square 
Petty France London 


London SW1H 9ST WOR OEZ 
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ELIZABETH HOUSE YORK ROAD LONDON SEI 7PH 
TELEPHONE 071-934 9000 


The Rt Hon KENNETH CLARKE ac mp 


Sir David Phillips KBE FRS 

Chairman 

Advisory Board for the Research Councils 
Elizabeth House 

York Road 

JONDON SE] 7PH 


see Ss, 20 NOV 1991 


MONITORING OF THE NEW DUAL SUPPORT ARRANGEMENTS 


In my letter to you of 6 November on provision for science 1992- 
93 to 1994-95, I gave details of the sums which had been added to 
the science budget to allow for the additional costs to the 
Research Councils and Royal Society of the new dual ‘support 
arrangements. 


I noted my intention that the shift in the boundary of 
responsibilities within the dual support system should not lead 
to any change in the volume of research which Research Councils 
sponsor in Higher Education Institutions. I said that I would be 
looking for clear evidence that the sums transferred were being 
used for the purpose for which they were intended; and invited 
the Board's assistance in achieving that objective. 


It may help the Board if I spell out in more detail the 
calculation underlying the additional provision now made 
available and the kind of evidence I will expect to see in future 
reports on the way in which these funds are being spent. 


In estimating the costs to the Research Councils of the new dual 
support arrangements, the starting point was the joint HORCs/CVCP 
Report which you forwarded to me éarliertthis year. The report 
estimated the additional direct and indirect costs which would 
flow from each £ of grant support in moving from the current to 
the new boundary. 


It assumed that by 1993-94 the Research Councils would be 
spending approximately £270m on supporting grants to Higher 
Education Institutions; on this basis the HORCs estimated that 
the additional costs to them of the new boundary would be £150m 
in a full year. Your letter to me of 15 May confirmed the 
Board's view that a transfer of this size was required. _ 
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The additions to the science budget notified in my last letter 
are based on these calculations, allowing for the phasing in of 
the new arrangements. The calculation is illustrated in the 
simplified model at Annex A. The figures for the total planned 
Research Council grants in each of the three years are based on 
the figures supplied to the Department by Council finance 
officers and reflect Councils' plans for baseline expenditure put 
to the Department and the ABRC earlier this year. 


The additional sums now made available are predicated on the 
assumption that Councils will at least maintain the volume of HEI 
work which they had planned to support under the old 


arrangements. The monitoring I now expect to see will therefore 
need to relate to the total grant spend of Councils under the new 
arrangements - ie the baseline figures used to calculate the 


transfer and costed on the old basis, plus the transferred sums 
representing the additional costs of that volume of work under 
the new arrangements. 


The run of cash figures for each of the three PES years is as 
follows: 


1992-33 1993-94 1994-95 


£m £m fm 
Planned grants 25.6 265 293 
(old arrangements) 
Additional costs of new 
arrangements for this 
volume of work 48 125 154 
Total expected grant 304 390 427 


support (new arrangements) —— 


I will be looking at Councils plans‘ to see that collectively 
their planned spending on grants to HEIs is maintained at or 
above this level. I recognise that to achieve this objective 
jndividual Research Councils will need to consider their 
priorities carefully. There may also be circumstances where some 
variation is justified on wider grounds; that would need to be 
considered on its merits at the time, and I would welcome the 
Board's advice should such circumstances arise. 
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ANNEX A 


PHASING IN OF DUAL SUPPORT TRANSFER (simplified model ) 


Total Research Council/ 
Royal Society Grants (planned 
spending from baseline under 
old arrangements) fm 


of which, approx % new grants 
(ie grants starting after 
1 August 1992) 


New grants (B% of A) £m 


Additional direct costs fm 
(25% of C, as indicated by 
joint HORCs/CVCP report) 


Total direct costs 
(A+ D) fm 


Pay element (63%) of E fm 


Additional indirect cost 
(40% of F) £m 


Total additional cost 


(full year)(D + G) 


Part year effect in year 1 
(503%) 
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